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it's ;always a pleasure to write, to you, but especially so this
year after-our terrific pen‘ormance in 2006 Our earnings
were up 12% over 2005 desplte spendmg hundreds of

|
thousands of dollars later in t‘hrla year on new initiatives
designed to bolster our future profi Itabrlrty.

i !
Ourlexcellent key financial ratios inoluding our return-on-
assets and return—on-eqmty ﬁgu'res place us among the

top performrng banks m the natlon1
r

Lets start by re-capping our |n|t|at|ves and accomplishments

for th|s past year.
! r
® We started an equment Ieasllng company in September

that is national in scope Our |n|t|al results are exceeding
prOJectrons and we hooe to re{ach breakeven status by
the thlrd quarter of thrs year Jim Zelmskle a seasoned

!
Ieasmg executlve heads this new{ company.

= n IOctober, we opened a'Loan P'rolouction Office in West ‘
Chester, the county seat of onie blf the fastest growing
oountles in Pennsylvanra Stafrng this office are Dave
Glarner and Pete D’ Angelo two very experienced and
well-known Chester County busrness ienders.

L We completed the construction of‘ our. new Ardmore Office
anld opened for business there jUst after the first of this
year Itis a stunnmg building alnd we are excited about
our future in-that communltyl The early results from this
new branch are encoura_gmg. !

|
® Qur two other recently opene'd new branches—Newtown

Square and Exton—are both elxoe:Eding their original
deposit and loan projections. Both these offices fit into
our strategy of building large, fuII serwce offices in prime
(although expensive!} locations.
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Net Interest Income shows a

6 4% increase in 2006.

= Average loans increased

9. 3 % in 2006.
= 2006 Wealth Management

assets up 1 1 9 %

® We hired Matt Waschull, a top executive at one
of our larger competitors, to head up our Wealth
Management Division. Matt is what | would call a
“real pro” and I'm sure he will lead this successful
division to even greater heights.

Now let’s talk about our new initiatives for 2007!

® Qur Wealth Management Division will be adding
an “openplatform, separately-managed” account
product. This will become our primary process for
handiing new investment management clients and
those existing clients that we can appropriately
migrate over to this product.

® We are currently forming a Private Banking Group
that will handle the deposit, lending, investment,
and other financial needs of our most affluent clients.

® During 2007, we will be building a large regional
banking office in West Chester. This office will
house a business lending unit and an investment
management department, as well as a regular full-
service retail banking office. This facility is scheduled
to open early in 2008.

s We are introducing a new product this year for our
husiness clients called “EZ Banking.” EZ Banking
will allow clients to process deposits right at their
place of business and then transfer these deposits
electronically to the Bank.

During the past six years, we have made a lot of
progress. We have built three new banking offices
and increased our banking assets almost two-fold.
Our growth rate, which was under 4% in the decade
of the 90’s, is now in double digits. Our Wealth
Management assets in the past few years have
grown from $1.5 bitlion to over $2.5 billion.

With all this good news, though, there are clear
challenges to Bryn Mawr Trust and the entire banking
industry. The flat yield curve and fierce competition for
deposits have put intense pressure on our net interest
margins, a prime component of our profitability. Greatly
increased regulatory burdens, especially parts of the
Sarbanes-Oxley legislation, are costing all financial
institutions large sums of money to comply.

However, | can assure you that we will continue to work
hard to earn your trust and support as shareholders, as
well as to maintain our strong growth and profitability.

Sincerely,

Ted  totia

Ted Peters
Chalrman and Chief Executive Officer
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Consolidated Financial Highlights

$ in thousands, except per share data

FOR THE YEAR 2006 2005 CHANGE

Net interest income ‘ $ 33,299 $ 31,308 $ 1991 6.4%
Net interest income after loan and lease loss provision 32,467 30,546 1,921 6.3
Norvinterest income 18,361 18,305 56 0.3
Non-interest expenses 31,423 31,573 (150) (0.5)
Income taxes 6,689 5,928 , 761 128
Net income 12,716 11,350 1,366 12.0
AT YEAR-END

Total assets $ 826,660 $ 727,226 $ 99,434 13.7%
Portfolio loans and leases 681,291 595,165 86,126 14.5
Total deposits 714,489 636,260 78,229 12.3
Sharehold’ers’ equity 82,383 77,513!‘ 4,870 6.3
Wealth assets under management and administration 2,614,824 2,247 630 267,194 11.9
PER COMMON -SHARE )
Basic earnings $ 1.48 $ 1.313' $ 0.15 11.3%
Diluted earnings 1.46 131 0.15 11.5
Dividends declared 0.46 0.42] 0.04 9.5
Book value 9.62 9.06 0.56 6.2
Closing price . 23.64 21.66! 1.98 91
SELECTED RATIOS

Return on average assets 1.72% 1.66&%:

Return on average shareholders' equity 15.65 15.44,

Tax equivalent net interest margin 4,90 5.05‘

Efficiency ratio 60.83 63.64,

Our Vision

To be the pre-eminent community bank and

wealth management organization in the Philadelphia area.
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Our Mission

To operate the Corporation and its subsidiaries in
a sound and ethical manner.

To provide our sharcholders with a return on their

. . | . .
investment, superior to comparative bank stock indices.

To provide the highest quality products and the

finest service to our clients.

To be an active and contributing' meraber

of the communitics we serve.

To provide a working envirqnlmcnt for our employees
that is supportive, challenging, positive and fair.




Our Value Proposition

o At Bryn Mawr Trust we have only the highest quality
banking and investment services. Our staff consists
of well-trained professionals who understand that
friendly and prompt service is of the utmost importance

to our clients.

s All chents have access to senior management,
including the President,

8  Bryn Mawr Trust has bcen‘ an independent local bank
and trust company for over a century. We are truly
community bankers, dediczlltcd to making the Philadelphia

arca a better place for residents and businesses.

Duncan SmithYExecutive,Vice Presidenl and
Chief,Financial Officer,

ey
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Our Core Strategies
|
|

Continue to cxpand the Banll('s footprint. Open a
Chester County regional office to include Wealth
and Commercial Lending staff.

Concentrate on our four competencies—Wealth,
Business Banking, “High Touch” Retail Banking,
and Mortgage Banking.

Increase loans and deposits 8 — 12% per year.
Maximize net interest margin.

Obsession with client service! Constant emphasis

and monitoring by all levels of management.

Build an aggressive sales cultu're. Expand and enhance
the Share-the-Client program. Continue to develop

incentive compensation programs that emphasize new
business development.

Maintain a close control on expenses.




Year in Review

The year 2006 was notable for the establishment of
initiatives designed for the betterment of the interests
of shareholders, clients and t‘he residents and

businesses in the communities within our market area.

INITIATIVES UNDERTAKEN FOR THE BENEFIT OF CURRENT
AND POTENTIAL SHAREHOLDER‘S

In April, the Corporation established quarterly earnings
conference calls as an integral part of our quarterly
earnings process. During these calls, management
reviews the quarter'si financial results in detail,
discusses strategic direction|and provides participants
the opportunity to ask questilons and provide feedback.
Chairman Ted Peters and CF? Duncan Smith regularly
participate in these calls, which are broadcast live on

our web site and archived there as well.

Throughout the year 2006, Bryn Mawr Bank Corporation
was represented at several investors' conferences.
Ted Peters and Duncan Smith presented at the following:
The Keefe, Bruyette & Wood:ls 2006 Honor Roll and
Seventh Annual Community Bank Conference; The RBC
Capital Markets 2006 Financ‘:ial institutions Conference;

and The Ryan Beck & Co. Financial Investors Conference.

PROVIDING STATE-QF-THE-ART FACILITIES FOR CLIENTS
On May 1st, ground was bro‘ken for a new branch
office at the corner of West Lancaster and Ardmore
Avenues in Ardmore, Officiating at the ceremony were
Ted Peters, Maryam W. Philli‘ps, Lower Merion Township
Commissioner, and Bryn Mawr Bank Corporation
Board Member Wendell F. Holland. Representing the
project’s architectural and construction firms were Lee
A. Casaccio, CEQ, Casaccio|Architects and David E.
Panichi, Chairman & CEO, TN Ward Company Builders.
|

BMT Leasing's Vice President Paul G. Wesolowski, Senior Vice President
1. Timothy Westburg, and President James A. Zelinskia. Ir.

On June 23rd, The Bryn Mawr Trust Company
announced that it had entered into an agreement to
lease a property at Turner Square, at the intersection
of Paoli Pike and Turner Lane, West Chester, PA. This
will be our third branch in Chester County and is a
continuation of our growth strategy to establish a
presence in newer markets with a high concentration
of businesses. In addition to serving as a full-service
retail banking branch, this facility will house our
Chester County Loan Production Office and designated
Wealth Management professionals.

In October, to help us establish an early foothold, we
opened a Loan Production Office in West Chester. There,
Senior Vice Presidents Peter J. D'Angelo and David W.
Glarner, two very experienced and well-known Chester
County business lenders, will spearhead Bryn Mawr
Trust's Business Banking initiative in Chester County.

The Ardmore Office opened in early January of 2007.
The 3,000 square foot building reflects the stately
appearance of the Corporation’s home office in

Bryn Mawr. The architecture beautifully adds to and
complements Ardmore’s streetscape. The building's
dedication ceremony was held on January 15th,

the day before the office was open for business. It
was dedicated to former Assistant Vice President

of Member Banking and long-time Ardmore resident
Harold J. Thompson. Mr. Thompson, who retired in
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lWealth|Management's SeniorVice Rresident
[Karen'aYFahmer,and Executive,vice President

July after more than 41 years of ?ervice, is an influential

figure on the Main Line, especiélly in the religious music
communities. The dedication cerémony was presided

over by Wendell F. Holland, Chaiirman of the Pennsylvania
Public Utility Commission and Bryn Mawr Bank Corporation
Board Member.

COMMUNITY DEVELOPMENT EFFORT|S

in August, Bryn Mawr Trust provided the financing for a
$775,000 note to The Montgor'rjelry County Redevelopment
Authority: Ardmore Crossing Taxiln'crement Financing (TIF)
District and Homebuyers™ Subsidy Program. The TIF project
provides funding assistance to lower/moderate income
homebuyers to help offset the cost of the acquisition of
five condominium units in Ardmore Crossing. Bryn Mawr
Trust is also providing the ﬁnancmg for these home
purchase loans. Ardmore Crossmg IS an approximately

4.3 acre site that formerly housed the PECO Ardmore
Service Building. The property was vacant for approximately
six years and its industrial character had long been
inconsistent and incompatible with the residential nature
of the surrounding area. !

Bryn Mawr Trust’s application to pa:rticipate in the
Commonwealth of Pennsylvania's Educational Improvement
Tax Credits Program was approved‘in August. As a result,

1

N




24 local schools received a total of $200,000 in grants
from Bryn Mawr Trust for the purpose of supporting
the scholarship programs set up by these educational
organizations.

Bryn Mawr Trust is the presenting sponsor of an exciting
event, First Friday, @ Main Line ARTitude which takes
place on the first Friday of each month, beginning with
October 6, 2006. The purpose‘: of this endeavor is to
bring arts and cultural eventsto the communities of

Ardmore, Haverford, and Bryn [Mawr. There are art

exhibitions at businesses and‘ community organizations
throughout these communities. Special menus are
provided by participating restaurants. Two free trolleys

provide transportation along a Lancaster Avenue loop.

NEW SUBSIDIARY FORMED

In September, Bryn Mawr Bank Corporation announced
the formation of BMT Leasing, Inc., a wholly-owned
subsidiary of the Bank engaginlg in smalkticket equipment
leasing ($5,000 to $150,00CL) on a local, regional

and national level, The princi;‘)als of BMT Leasing—
James A. Zelinskie, Jr., Presicient; J. Timothy Westburg,
Senior Vice President; and Pallll Wesolowski, Controller—
bring with them more than 50 years leasing experience

serving clients and vendors cn a national level.

WEALTH MANAGEMENT PROFESSIONALS CONTINUE

TO GAIN PROMINENCE IN THE FINANCIAL INDUSTRY
Wealth Management's Senior" Vice President Karen

A. Fahrner was honored at the 9th Annual Women of
Distinction Banguet held in Dnlacember, 2006. The event
is held under the auspices ofjthe Philadelphia Business
Journal and the National Association of Women Business
Qwners in order to recognize| 25 of the region’s most
dynamic women, who are meking headlines in their

professional field and in the community.

During 2006, Bryn Mawr Trust wealth management
professionals continued to be sought after for their
opinions on current and futulre market conditions.

They have been seen on CNBC, Bloomberg TV and

CNE8 Money Matters, heard on Bloomberg Radio and KYW
Radio 1060 and quoted in Better Investing Magazine,
Smart Money, and US News and World Report.

The Wealth Management Division has always felt that it
is important to provide a forum for local professionals
to broaden their awareness of issues that may directly
or indirectly impact their practices. We believe that
providing these opportunities add to their knowledge
base while also providing continuing education credits.
Seven of these sessions were held in 20086, including
an all day seminar held in conjunction with The Brain
Injury Association of Pennsylvania concerning Brain
Injury Litigation and Estate Planning.

In early February of 2007, Bryn Mawr Trust welcomed the
arrival of Matthew G. Waschull, CTFA, as Executive Vice
President. He assumed overall leadership responsibility
for the Wealth Management Division. He has over 23
years experience in the wealth management industry.

CORPORATE GOVERNANCE

Adherence to ever-increasing government regulations
and requirements is extremely critical for all financial
institutions. Lead Director of the Board, Francis J. Leto
has been working closely with Chairman Ted Peters to
keep the corporation up-to-date on various governance

and compliance issues.

Baard Member Francis J. Lete and Chairman & CEO Ted Peters
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Corporate Information

CORPORATE HEADQUARTERS
801 Lancaster Avenue

Bryn Mawr, Pennsyivania 19010
610-525-1700

www.bmtc.com

DIRECTORS
Andrea F. Gilbert
President, Bryn Mawr Hospital

Wendell F. Holland
Chairman, Pennsylvania Public Utilities
Commission

Scott M. Jenkins
President, S.M. Jenkins & Co.

David E. Lees
Senior Partner, myClQ Wealth Partners, LLC

Francis ). Leto .
Attorney-at-law, Brett. Senior & Assatiates;
President, Brandywine Abstract Company, L.P

Britton H. Murdoch
CEQ, City Line Motors;
Managing Director, Strattech Partners

Frederick C. “Ted” Peters Il

Chairman, President and Chief Exective Officer,
Bryn Mawr Bank Corporation and The Bryn Mawr
Trust Company

B. Loyall Taylor, Jr.
President, Taytor Gifts, Inc.

Nancy J. Vickers
President, Bryn Mawr College

Thomas A. Williams
Retired

MARKET MAKERS

Boenning & Scattergood, Inc,

Citigroup Global Markets, Inc.

Ferris Baker Watts, Inc. '

Janpey Montgomery LLC

Keele, Bruyette & Woods, Inc.

Knight Equity Markets, L.P

Lehman Brothers, Inc.

Maxim Group LLC ,

McCannell Budd & Downes 1
_ Morgan Stanley & Co., Inc. :

Ryan Beck & Co., Inc.

Sandler O'Neill & Partners |

UBS Securities LLC ;
1

{NDEPENDENT REGISTERED PUBLIC
ACCOUNTING FIRM

KPMG LLP

1601 Market Street

Philadelphia, Pennsylvania 13103
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REGISTRAR & TRANSFER AGENT
Mellon Investor Services LLC

PO Box 3315

South Hackensack, New Jersey 07606
www.mellon-investor.com

PRINCIPAL SUBSIDIARY
The Bryn Mawr Trust Company
A Subsidiary of Bryn Mawr Bank Corporation

EXECUTIVE MANAGEMENT
Frederick C, “Ted” Peters li*
Chairman, President and Chief Executive Officer

Alison E. Gers

Executive Vice President, Retail Banking,
Central Sales, Marketing, Information Systems
& Operations

Joseph G. Keefer
Executive Vice President and.Chief Lending Officer

Robert ). Ricciardi*
Executive Vice President, Chief Credit Policy
Officer and Corporate Secretary

J. Duncan Smith*
Executive Vice President and
Chief Financial Officer

Matthew G. Waschull

Executive Vice President, Wealth Management
*Also officer of the Corporation

BRANCH OFFICES
50 West Lancaster Avenue
Ardmore, Pennsylvania 19003

801 Lancaster Avenue
Bryn Mawr, Pennsylvania 19010

237 North Pottstown Pike
Exton, Pennsylvania 19341

18 West Eagle Road
Havertown, Pennsylvania 19083

3601 West Chester Pike
Newtown Square, Pennsylvania 19073

39 West Lancaster Avenue
Paoli, Pennsylvania 19301

330 East Lancaster Avenue
Wayne, Pennsylvania 19087

One Tower Bridge
West Conshohocken, Pennsylvania 19428

WEALTH MANAGEMENT DIVISION
10 South Bryn Mawr Avenue
Bryn Mawr, Pennsylvania 19010

LIMITED SERVICE OFFICES
Beaument at Bryn Mawr Retirement Community
Bryn Mawr,IPénhsyIvania 19010

| |

Bellingham Retirement Living
West Chester, Pennsylxania

Martins Run ere Care Community
Media, Pennsylvama

Rosemnnt Presby‘tenan Village
Rosemont Pennsylvanra

The Quadlralngle :
Haverford, Pennsylvania
!
Waverly H‘eights .
Gladwyne, Pennsyivania
White Horse Village
Newtown Square Pennsylvania 19073

OTHER SUBSIDIARIES .
AND FiNANCIAL SERVICES

BMT Leasmg, Inc.

A Subsrdrary of The Bryn Mawr Trust Company
Bryn Mawr, Pennsylvania

Joseph G. Keefer Chairman

James A. Zelmskre Jr., President

BMT Mort_ga.ge' Company

A Dr'w'srion'ofI The Bryn Mawr Trust Company
Bryn Mawr, Pennsylvania

Myron H. Headen, President

BMT Mortgage Services, inc.

A Subsr'dr'éry: of The Bryn Mawr Trust Company
Bryn Mawr, Pen_nsyivaﬁ'la '

Joseph G. :Kelefér, Chairman

Myron H. Headen' President

BMT Retrrement Services

A Division oflThe Bryn Mawr Trust Company
Bryn Mawr, Pennsylvania

Gilbert B. hlriateer, President

BMT Settlement §ervices, Inc.

I
A Subsr'dr'a:rylof.The Bryn Mawr Trust Company

Bryn Mawr, Pennsyivania
Joseph G. Kelefer Chairman
Myron H. Headen, President

Insurance Counsenurs of Bryn Mawr, Inc.

A Subsrdrary[of The Bryn Mawr Trust Comparny
Bryn'Mawr, Pennsyrvanla

Thomas F. Drennan, President

LEGAL Co;UI;\ISEL

McElroy, Deutsch Mulvaney & Carpenter, LLP
One Penn Center at Suburban Station

1617 Jnhn F Kennedy Boulevard

Suite 1500E

Philadelphia, Penrrsylvania 19103
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Selected Financial Data
|

For the years ended December 31,

Inte:re‘st ITICOMIE ettt es b vaseas s st e srb st e e e st abe et
TNIETESL EXPETISE .ovviiticmervtiesitems et den ottt e b e bt eeanen

Net mlcrcsl income .............
Provision for loan and lease Iosses

Net interest income after provision for loan and lease losses _................
Non- mterest income
Non-interest expense ..

]ncomc before income taxes and discontinued operations ....................
Appllcable income taxes

Income from commumg opcrations ...,
Loss from discontinued Operations ....'......cocoovevviveeeseieisesovsncenseeeeresns

NEt TRCOME Lo b e
|

Per si:arc data: '
Eamings per common share from c}ominuing operations:

Basic ..
Dl]uled creeranarhs
Eamnings per common share: .
Dividends declared per share *l
Weighted-average shares outstanding ',}

Dilutive potential common shares .....bo..eceion e,
|
Weighted-average dilutive shares ...... ettt e e

Selected financial ratios: !
Tax equlvalent net interest margin
Net mcome/average total assets (* ‘ROA“) ..............................................
Net lr'lcome/avcrage sharcholders' equity (“ROE™) ...
Average shareholders’ equity to averaLe total assets .
Dividends declared per share to net mcome per basu,
COMIMON SRATE L.t et s e e aa oo et

At December 31,

Totallassets ..
Eannng assets
Ponfollo loans and !eases
Deposus .

Shareholdcrs cqmly T
ano‘ofcquny to assets ...
oans serviced for others ..
ealth assets under managcmenl & admmlslrauon

fficiency ratio*

ote 2 Prior periods reclassified for compdrative purposes.

2006 2005 2004 2003 2002
{dollars in thousands, except per share data}
$ 45906 § 37908 § 31,347 § 29228 & 29347
12,607 6.600 4,553 4,330 4,484
33,299 31,308 26,794 24 898 24,863
832 762 900 750 1,000
32,467 30,546 25,894 24,148 23,863
18,361 18,305 19,828 26,610 23,964
31,423 31,573 31,625 33,437 3,042
19,405 17,278 14,097 17,321 16,185
6,689 5,928 4,752 6,049 5,543
12,716 11,350 9,345 11,272 10,642
— — — (1,916} (435)
§ 12716 3 11,350 § 9345 § 9356 § 10,207
b 1.48 8 133§ 1.09 § 1.30 % 1.22
$ 146 3 131 § 107 % 1.29 % 1.21
$ 148 § 133 8 1.09 % 1.08 % 1.17
$ 146 § 1.31 8 1.07  § 1.07 § 1.16
b 46 % 42 8 040 % 040 % 0.38
8,578,050 £,563.027 8,610,171 8,657,527 8,706,390
113,579 101,200 110,854 103,107 84,606
8,691,629 8,604,227 8,721,025 8,760,634 8,790,996
4.90% 5.05% 4.60% 4.85% 5.50% //
1.72% 1.66% 1.45% 1.98% 2.01%
15.65% 15.44% 13.67% 17.76% 17.26%
10.97% 10.76% 10.64% 11.13% 11.67%
31.08% 31.58% 36.70% 37.04% 32.48%
2006 2005 2004 2003 2002
$ 826,660 5 727226 § 682946 § 604,848 3§ 577,242
733,781 664.073 627,258 546,500 518,617
681,291 595,165 555,889 498,726 438,949
714,489 636,260 600,965 527,139 483,620
82,383 77,513 71,238 67,382 62,607
9.97% 10.66% 10.43% 11.14% 10.85%
$ 382,141 5 417649 5 507421 S 797326 § 631,105
2,514,824 2,247,630 1,938,186 1,751,875 1,551,283
9.62 9.06 8.29 7.77 7.21
1.19% 1.24% 1.23% 1.3d% 1.39%
60.83% 63.64% 67.83% 64.92% 64.80%

Efficiency ratio is calculated by dividing non-interest expense by the sum of ret interest income and non-interest income.




Management S Dtscuss1on and Analysis 0 aFmanc1al Condition and-

Results of Operauons

b '

SPFCIAL (I:AUTIO\IAR\’ NoTice REGARDING FORWARD
LOOKING STATEME.NTS i : ; .

b ] |
Certam of }he statements contamcd in this repon and the
documems mcorporatcd by rcfercmc herein, may constrtute

forward- lo'okm;, statements for the purposes. of the Securlttes
Act of |[933 as amended and the Securities Exchange Act of
1934, as arinended aﬁd may involve known and unknown
risks, dncertamttes and other factors which may cause actual
results; pcrl'formance or ach1cvements of the Corporation to be
materially different from future results, performance or
achtevements cxpressed or mltplted by such forward-looking
statements' These forward- looking statements include
statementslwrth respdcl to thel Corporation’s financial goals,
busmess plans, busm'ess prospects credit quality, credit risk,
rescrve adequacy, llqutdtty, ongmalton and sale of restclentlal
mortgagc Ioans tmpelurment of goodwill, the effect of changes
in accountmg standards, and markct and prlcm;, s trends. The

words * anttcrpale

LLNS »! R

beheve

LTS LYY

estimate”, “expect”,

“mtended v “plan,” “may?, scek and Stm1lar expressions are
ntende'd to identify siuch forvlfard looking statements. The
Corporauon s actual rcsults nlay differ materially from the
results anttctpaled by} the forvvard looking statement due to a

varlety| of factors including wrthout limitation: J'

1
!
i
t

the effect of future!economic conditions on the »
Corporatton and 1ts customers, including economic . |,
lfactors WhllCl‘l alfect consumer confidence in the
securmes markets ‘wealth creation, investment: ‘and
savmgs pattems and the Corporation’s interest rate.
risk exposure and credit risk; :

changes mlthe secuntles markets with respect to the
market valpes of ﬁnancral assets and the stabtltty of
pamcular slecunttes markets; .

govemmeutal monctary and fiscal policies, as well
: as legislation and regulatory changes; !

chan;,es m account'mg requirements or
mterpretattons ; '

the risks of chang,cs in interest rates on the level and

i 't

composmon of deppsrts loan demand, and the:

value of Iopn co]lateral and securrttes as well as i
interest rate risk; '

|the effects of competmon from other commercial
panks thrtﬁs mortgag:e companies, finance
compames credit umons securities brokeragc
ﬁrms msurance cornpames money-market and
mutual funds and olther institutions operating in the
Corporatton s trade market area and elsewhere!
! L

K
I
i

|
_corporatton are expressly qualified in their entirety by use of

] .
L ! .' ' ;
e "
l : b
i 1nc1udmg 1qstttutlons operating locally, reyonally, ‘
i nattonal]y and internationally together with such -

170,
o competttors ‘offering banking products and services
by matl telephone computer and the Internet;

« any extraordmary event (such as the Septcmbe‘:r 11,

2001 cvents the war on terrorism and the U.S}

1 Govcmment $ response to those events mcludmg
. thc war in- 1faq);

. l ' the Corporatton § success in contmumg to generate:-
. new busmess in its existing markets, as well as its
. success in! ldenttfytnb s and pcnetratmg targ,ted

- marketsland generatmg aprofit in those markets in

a reasonable time;. R

. the Corporaluon s ability to continue to generaltc
. mvestmcnt results for customers and the ability to

contmue to develop investment products in a
1, manner that meets customer s necds;

L the Corporatlon 3 ttmely development of

i competrttve new products and Serwces ina
. changllng3 enlvrronment and the acceptance of such
l i products and services by customers;
|
K
i
1
l

- the Corporatton s ability to originate, sell and
| service resrdenttal mottgage foans; i -

the accuracy of assumptions underlymg the
' cstabhlshment of reserves-for loan lossesand | = .
est1mates in the value of collateral, the market!value
P of mortgar,ei servicing rights and various ‘financial .
asscts and’ Ilablltttes

b
- techno]lolg,tcal changes being more drfﬁcult or.
: uexpenswe than anticipated; '

Lt
Tans

e

. . the Corporagtton s success in managing the risk
1nvolved in the foregoing. o '

All wrrtten or oral forward looking statcments attnbuted to the

the foregom5 cautrlonary statements. All forward- looking "™
statements included in this report are based upon information °
presently avarlabld and the corporation assumes no oblu,atmn
to update any t‘orwardl Iookmg statement. , v

|
o
!
;
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BRIEF HISTORY OF THE CORPORATION

'!'he Bryn Mawr Trust CompaLy (the “Bank™) received its
Pennsylvama banking charter in 1889 and is a member of the
Federa] Reserve System. In 1986 Bryn Mawr Bank
Corporatlon (the * Corporatlon ") was formed and on

January 2, 1987, the Bank became a wholly-owned subsidiary
0|f the Corporation. The Bank and Corporation are
headquartered in Bryn Mawr, PA a western suburb of
Phlladelphla PA. The Corporauon and its subsidiaries offer a
il range of personal and busn%css banking services,
consumer and commercial loanq equipment leasing,
mortgages, insurance and wcalth management services,
including investment manabcmem trust and estate
admlmslranon retirement plannmg, custody services, and tax
planmng, and preparation from c‘:lght full-service branches and
se}fen limited-hour retirement commumty offices throughout
Monlgomery, Delaware and Chestcr counties, The

C orporatlon trades on the NASDAQ Global Market under the
%ymbol BMTC, t

The goal of the Corporation is t(i become the preeminent
community bank and wealth management organization in the
Philadelphia arca.

Thc Corporation operates in a hughly competitive market area
that includes local, national and regional banks as competitors
all)I'lg :with savings banks, credit umons insurance companies,
truq'l companies, registered investment advisors and mutual
fund famlhes The Corporation a}:d its subsidiaries are

reg u]ated by many regulatory ag,e'nmes including the SEC,
NASD FDIC, the Federal Reserve and the Pennsylvania

Depanmcnt of Banking. |

RESULTS OF OPERATIONS t

Thezfollowing is Management’s discussion and analysis of the
significant changes in the results éfoperations, capital
resmiirces and liquidity presented in its accompanying
consolldatcd financial statements for the Corporation, The
Comorallon s consolidated f'mszIal condition and results of
operations consist aimost entirely of the Bank’s financial
COHd}IlOl’I and results of operatlons Current performance docs
not guarantee, and may not be mdlcatwe of similar
erlormance in-the future.

RITICAL ACCOUNTING POLICIES, JUDGMENTS AND
ESTIMATES i

statements, Management is required to make cstimates and
assumptions that affect the reported amount of assets and
liabilities as of the dates of the balance sheets and revenues
and expenditures for the periods presented. Therefore, actual
results could differ from these estimates.

The allowance for loan and lease losses involves a higher
degree of judgment and complexity than other significant
accounting policies. The allowance for loan and lease losses is
calculated with the objective of maintaining a reserve level
believed by Management to be sufficient to absorb estimated
probable credit losses. Management’s!'determination of the
adequacy of the allowance is based on periodic evaluations of
the loan portfolio and other relevant factors, However, this
evaluation is inherently subjective as it requires material
estimates, including, among others, expected default
probabilities, expected loan commitment usage, the amounts
and timing of expected tuture cash flows on impaired loans,
value of collateral, estimated losses on consumer loans and
residential mortgages and general amounts for historical loss
experience. The process also considers.economic conditions,
international events, and inherent risks in the loan portfolio.
All of these factors may be susceptible to significant change.
To the extent actual outcomes differ from Management
estimates, additional provisions for loan and lease losses may
be required that would adversely impact earnings in future
periods.

Other significant accounting policies are prescnted in Note |
in the accompanying financial statements. The Corporation’s
Summary of Significant Accounting Policies has not
substantively changed any aspect of its dverall approach in the
application of the foregoing policics. There have been no
material changes in assumptions or estimation techniques
utitized as compared to prior penods.

EXECUTIVE OVERVIEW

‘he zgccountmg and reporting pollcles of the Corporation
nd lt? subsidiaries conform with dccounlmg, principles
senerally accepted in the United Slatcs of America applicable
o the.financial services industry (Gencra[[y Accepted
ccounting Principles “GAAP"). A]] significant inter-
ompany transactions are ellmmated in consolidation and
ertam reclassifications are made when necessary to conform
he prevmus year's financial stalemems to the current year's
resentation. In preparing the consolidated financial

N\ i

2006 Compared to 2005

Bryn Mawr Bank Corporation reported net income for year
ended December 31, 2006 of $12.716 million, an increase of
12.0% or $1.366 million, compared to $11.350 million in
2005. Diluted earnings per share for the year ended
December 31, 2006, were $1.46, an increase of $0.15 or
11.5%, compared with $1.31 in 2005. Return on average
equity (“ROE”) and return on average assets (“ROA™) for
2006 were 15.65% and 1.72%, rcspcctwely ROE was 15.44%
and ROA was 1.66% for 2005. Management is pleased with
the strong results during the year, especial!y considering the
difficult interest rate environment and the costs associated
with starting a leasing company, opening a loan production
office and the new Ardmore branch.

The major factor contributing to the increase in earnings for

the full-year 2006 compared to the full-year 2005 was a
$2.09{ million or 6.6% increase in the Corporation’s tax
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equivalent net mterest meome to $33.655 million from
$31.564 mt{llton in 2005 prmc:pallly loan volume driven,
despite a deerease in the tax equivalent net interest margin of !
15 basis pomts t0 4.90% i in 2006 f'rom 5.05% in 2005. Also
contrlbutmlg tol the i tncrea'se in E:ax"ntngs was a nominal +
decrease m overall non-interest expense of $150 thousand as
total non- mterest expenses were $3] A23 million.
Addtttonally, fees for Wealth Management services mcreased
7.7% or $883 thousand to $12. 422 miliion in 2006 versus
$11.539 million in 2005, pamally offsetting declines in
re51dent1al mdrtgage related revenues

i

Asset qualtty remains strong with non-performing assets of |
$0.8 mtllton at Decembeér 31, 2006, which represent 0.10% of
total assets Whtle the allowance for loan and lease losses
(“allowance”) increased to $8.122 million at December 31, |
2006 frotp $7.402 million at December 31, 2005, the
allowance as a percentage of portfoho loans decreased to !
1.19% from 1.24% over the same time period. The decrease in
the a]]owance as a percentage of portfolio loans is attributed to
strong loan growth in the second and third quarters of 2006
and contmued strength in asset quahty Net loan charge-offs
were $1 I2 thousand and $287 thousand for the years ended
December 31 2006 and 2005, r'espectlvely

Portfolto loans mereased $86. llmtllton or 14.5% to

36813 mtlllon at Deeember 31 2006 from $595.2 million at
December 31 2003, reflectmg a significant increase in
commercialjmortgage and construction loan elosmgs in the
second and third quarters of 2006 Also contnbutmg to the
growth was[the formatton of BMT Leasing Inc., a small ticket 1
equtprnent leasmg busmess anld a wholly owned subsidiary of !
the Bank \-l'hteh added $7.0 mlllton in balances since its
opemng in September of 2006, Fourth quarter 2006 average !
loans mcreased $77.7'million ¢ or 13.1% over fourth quarter

2005 average loans. The Corporatton recently openeda | .
busmess Ioan production office in downtown West Chester,
Pennsylvama to help further thls growth.

Chester County eontmues to dffer some of the most attractive
expansron opportumtteq for o'ur franchise, and establishing

this presenee in the heart of West Chester, the county seat of
Chester County s expected to help the Corporation capitalize .
on those opportumttes The Corporatton recently hired two
locally well known and htEhly experienced business lenders to |
head up the new loan productton office in West Chester.|

The Corporation’s interest bearmg liabilities at December 31,
2006 inclide approxtmately $65 million in market rate
wholesa[eI certificates, Wthh includes Penhsylvama Local |
Govemment Investment Trust (*“PLGIT™) CD’s and short- .
term borrowmgs compared with $5 million at December 31,
2005! Deposrt balarices at December 31, 2006 and 2005

reﬂeet approxtmately $35 million and $25 million,
respecttvely, in-demand dep'osnt balances that represent short
term tn flows from customer year-end activity. Total deposrts

. approximately $4.2 mtlhon effective December 31 2006.

. on regulatory capital, Eas Federal bank and thrift regulatory
- agencies announced an interim decision in December 2006

meludmg the short term in-flows were $714.5 million and
$636.2 million at December 31, 2006 and 2003, respectively!
(This represents a year ¢ over year increase in total deposns of
'$78.2 million or.12.3 %.

The Corporation adopted Statenient of Financial Aceountmg
' Standards No. 158 “Employers Accounting for Defined
* Benefit Pension Plans and Other Postretirement Plans”

" (“FAS 158"} on Dceember 31, 2006. As a result of its
« adoption, the Corporatton recorded additional pension

liabilities of approxtm'ately $6.5 million, deferred taxes of
approximately $2.3 and a reduction of accumulated other

comprehensive mcom'e (shareholders equity) of :

l
The reduction in shareholders equity does not have an impact ‘

that FAS 158 will not affect banking organizations’ regu]atory |
capital in 2006. The l-ederal bank and thrift regulatory
agencies have not made any announcements as to the impact

of FAS 158 on regulatory capital in 2007 and beyond

During the last twe_lve months, the Corporation has seen a
shift in the mix of its core deposits as some lower cost interest
bearing checking, m:oney market accounts and savings
accounts nioved into higher yielding certificates of deposit.
This shift in the core deposit mix is a national trend as many
financtal tnstttuuons are having similar experiences. The
uttltzatton of market rate wholesale funding, the shift in
deposit mix and thehnerease in interest rates resulted in
overall funding costs rising faster than the yield on interest
 earning assets. The Corporation anticipates that funding for
2007 earning asset g:,rowth will be predominately wholesale
funding as core deposit growth remains very difficult.

At December 31, 2|006 the Corporation had ovér $248 million
in unused borrowmg capacity at the Federal Home Loan Bank
of Pmsburgh together with unused capacity under federal
funds Itnes at other financial institutions of $68 million.

Over the next year] and in 2008, The Bryn Mawr Trust
Company expects to continue with the expansion of its retail
banking footprint I{mth controlled de nove expansion in the
suburban Phtladelphta market. The Corporation’s new
Ardmore branch was opened on January 16, 2007, with a
dedication ceremony honoring a long-time employee. The
planned full service West Chester branch is scheduled to open
in first half of 2008. :

In the first quarter of 2007 the Corporation sold the property
that prewously sdrved as the Wynnewood branch locatlon 10
an mdepertdent thlrd party for $1.850 million. The book value
of the property was $443 thousand.

o




2005 Compared to 2004

The Corporation had net income 0f$l 1.350 million for the
year ended December 31, 2005, an increase of 21.5% or
$2. 005 million compared with $9l 345 million in 2004. Diluted
earmngs per share for 2005 were $l 31, an increase of $0.24
or 22 4% compared with $1.07 i m 2004. ROE and ROA for
2005 were 15.44% and 1.66%, respectwely ROE was 13.67%
and' ROA was 1.45% in 2004. Management attributes the
success in 20035 to a focus on the]Corporation’s core
clmpetenc1es which include Wealth Business Banking, “High
Touch” Retail Banking and Morlgage Banking, along with an
obsession on client service, close' control over expenses and
the]development of a more assertive sales culture.

. N b . .
The major factor contributing to the increase in earnings for
2005 compared to 2004 was a 45 basis point or 9.8% increase
in thc Corporation’s tax equivalent net interest margin to
5 q5% from 4.60% as the Corporatlon s asset sensitive loan
p{)rtfollo benefited from a series{of Federal Reserve interest
r.ite increases. Tax equivalent net interest income for 2005
mcreased $4.620 million or 17. l%, to $31.564 million from
$26 944 million in the same penod last year. Additionally,
fids for Wealth Management sel'vtces increased 12.0% or
$ll236 million to $11.539 mllllon in 2005 versus
$10.303 million in 2004, partlally offsetting declines in
residential mortgage-related revenues.

112004, the Corporation sold mortgage-servicing rights
(“MSRS”) that contributed $572 thousand to after tax income
and increased diluted earnings per share $0.07. There were no
=ales of MSRs in 2005. Net i mcome and diluted earnings per
‘harc for 2004, excluding the after tax impact of the MSRs
,ale would have been $8.773 rrlllllon and $1.01 per share,
lespectlvely Excluding the |mpact of the MSRs sale, 2005 net
.mcome increased $2.577 mlll10n or 29.4% and diluted
. .-:ammgs per share increased $0.30 or 29.7% over the same
veriod last year. (See accompanying reconcilement of GAAP
net income and diluted eammgs per share to net income and
dituted earnings per share that exclude the MSRs sale).

.T'otal loans increased $33.3 ITllllIOI‘I or 5.9% to $597.9 mitlion
ffom $564.6 nmullion in 2005 and average loans for 2005
mcreased $43.6 million or 8.1% to $582.4 million compared
to $538.8 million in 2004. ThelCor‘porallon s asset quality
remams strong as non-performing loans as a percent of total

: I?ans was 0.07% at December-3l 200s.

Total deposits grew $35.3 mlll1on or 5.9% over the past 12
momhs to $636.3 million at December 31, 2005 from

$60l .0 million at December 31 2004. Average deposits for
2005 increased $32.7 million or 5.8% to $596.4 million
clomparecl to $563.7 million in 2004 with over 85% of the
deposit growth coming from higher rate certificates of deposit,
reflecting the competitive nanire of the deposit gathering
business in the Corporation’s market area.

l !

f l
i l

Reconcilement of Non-GAAP Informaition

See the table below for a reconcilement of GAAP net income,
diluted earnings per share, non-interest income and non- -
interest expense to comparable data thatlexcludes the MSRs
sale, Management believes that the presentation provides
useful supplemental information essential to the proper
understanding of the operating results of the Corporation’s
core business. These disclosures should not be viewed as a
substitute for operating results determmed in accordance with
GAAP, nor are they necessarily compar'able to non-GAAP
performance measures, which may be presented by other -
companies.

Net Income ' Diluted Earnings Per Share

felotlars in thousands Year Ended December 31,
excep! per share duta) 1006 2005 2004 2006 2005 2004*

As reported.............. $12.716 $11,350 § 9345 (8§ 1.46 L3 § 107
After tax effect of !

MSR sale.............. - — (5379 — — 00N
Adjusted for Sale ..... $12,716 §11,350 § 8773 lS 1.46 131 8 1.01

Non-lnterest Income Non-Interest Expense
1006 2005 2004 1004 2005 2004

As reported............. 518361 $18.305 $19.828 31,423 § 31,573 § 31625
MSR sale income ... — — i,t45 — —_ —
MSR sale expenses. — -— — — — 266

31,423 § 31,573 5 31,359

Adjusted for sale..... $18361 518,305 518,683

*  Column does nat foot due to rounding.
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CoMm PO\'E\ITS OF NET INCOME ‘

Net i mcome is affecled by ﬁve‘ major clements: Net lnterest
lncume or the dlfference betweéen interest income and loan
fees eamed on loans and mves'tmcnts and interest expense
paid on! deposus and borrowed funds; The Provision For !
Loan and Lease Losses, or the amount added to the :

) allowance for lean and lease lossea to provide reserves for,
estlmated inherent losses on loans and leases; Non-Interest
Income which is made up prlmanly of certain fees, wealth
revenue, residential mortgage activities and gains and losses
from the sale of secumles Non Interest Expense, which !
consmts.pnmanly of szlalarlcs cmployee benefits and other
operating expenses; and Income Taxes. Each of these major
elemenls will be rewewed in more detail in the following |
discussion. l S : |

‘. .

N ET INTEREST INCOME

4

|
Rate/Volume Ana]vsés (Tax Equivalent Basis)
i

The rate Lvolume ana]ysns in the! table below analyzes changes

in tax equivalent net interest 1nc|:0me for the year ended
| : ‘

¥ ' . !
December 31, 2006 over December 31, 2005.and -
December 31 2005 over December 31, 2004 by its rate and
volume components. The change in interest mcome!expense

due to both volume and rate has been allocated to changes in
volume.y ., . | '_
it ' .
: . ' 1 Year Ended December 31,
{dotlars in thousands) t *2006 Compared to 2005 1005 Compared to 2004
lncnme/(decr(:asc') " ’ Yolume Rate Total Valume! Rate 1 Total
Interest Incoms:
Interest-bearing deposits 1 ! ! .
with other banks. ) 5 (51§ 11 5 (46) $ {an s 3% 3 23
Federal funds sold [ '(108) 44 (64) (99) 113 19
Investment sécdﬁliﬁs : l -
available for sale 39! 434 815 17 18 135
Loans......ovewenns ; l 3,455 3.968 7,383 2738 . 347 | 6,485
Total interest iﬁcu}_nc.... i 364 4,457 8,098 2,745 3922 16,667
interest expense: |
Savings, NOW and market mtE i A
ACCOUNS...r, ., (Zl'n‘) 1,323 1,106 (&1J] &4 745
Time & whalefmle deposits.... 1.'545 23T 3916 825 430 1,255
Borrowed Funds ...................... 594 391 985 29, 18 47
Total i mleresl expensc ' 1,922 4,085 6,007 765 ' 1,152 2047
E |
Interest dlﬁ‘erenual 1819 5 3 520913 1950 § 2,670 5'1-1.620

v ot !
Analyseé of Interest Rates and Interest Differential

! l.
The table below presents the major asset and liability categones on

equwalent interest income dnd éxpense and key rates and ylelds

i o

Ll

an average daily basis

for the periods presented, aliong with 1tax-

For the Year Ended December 31,

- L
M

i i 2006 2005 2004 |
| l Average| . . Average . Average
f } | Interest  Rates vt |Inltu:res't Rates Interest  Rates
) ' Average Income/  Earned/ Average  Income/  Earned/ Average Income/  Earned/
(dollurs in thousands) 5 | Balance . Expense Paid Balance Ex'pense - Paid Balance Expense Paid
Assels: i ! . i , . . T ! ' ¢
Interest-bearing depoms with other binks .. ! $ 609 S 3 493% ) S 2398 8 76 317% | S 307§ . 48 1.56%
Federal funds sold . [ 3053 1 146 478% © 6281 200 3.34% 13,052 191 1.46%
Investment secunues av allabie for sale ‘. ‘ ' ) :
Taxable ! t I 41,489 L7190 431% . 29.400 958 3.16% 25,7949 820 3.18%
Tax —Exempt ... 4,993 237 4.75% P 5069 ') 244 481% 5.071 ' 247 4.87%
Total investment securities 46,482 ' 2,027 4.36% < 34469 . 1202 3.49% 30870 © 1,067 3.46%
Loans'"” _...0....... 636,286 - 44059  692% 582386 | 36.676 6.50% 538,775 _ 30,191 5.60%
Total intcrest carming assets . 686,430 & 46.262 6.74% ,625,534 ;38,164 6.10% 585,776 31,497 3.38%
Cash and due {from banks .. 25358 ' 19918 . 32,774 .
Allowanee for loan and lease loss:s . (7.828) ' (7.283) \ (6,957) , '
Otherassets |...o..... 36,737 | 34760 31,201
Total'assets ... o 8§ 740,697 ! g ‘582,929 ) ' § 642794
Liabilities: | i ' . ; _ k i ‘ ; = :
Savings, NOW and markcl FBIC ACCOUNLS ...liivcricnniicccnioeeee. 3 292,075 5 3,850 1.32% | § 3l7 205 Sy 2744 087 | 5 323972 5 1999 0.62%
Time & wholcsd]e deposits ... 183.744 i 7715 4.20% 130 667 ¢ 3,799 291% 102.369 2.544 2.4.9%
Total 1mcrest bearing dcpostls 475819 . 11,565 243% 447872 6,543  1.46% 426,341 4,543 L.07%
Short term borrowmgs ..... 19,442 1,042 536% 1.700 57 335% 850 10 1.18%
Total 1mcrest -bearing liabilitics 495261 | 12,607 2.55% 449,572 6.600 1.47% 427.191 45537 1.07%
Demand dcpcsns non-interest- bearmg, 150,042 | ' 148 495 137,336
Other liabilitics .. 14136 ! 1370 - 9.900
Total non- |nl{:resl-beanng llabl]lllOQ 164,178 ' 159865 ! 147.237 .
Total jiabilitcs . ' 659430 | 60937 || 574427 |
Shareholder's'equity ... 81,258 73492 68.367 !
Total liabilitics and shart.ho!ders cqully $ 740,697 : ) $ 682,929 | $ 642,794 l I
Net interest spread ... ~ 419% ! ‘ 4.63% : , 4.31%
Effcct of non—mtcresl bearmg sources . : C0.71% 0.42% 0.29%
Net interest mcomen’rnargm on eammg A35C15 $[ 33,655 | _4.90 4.90% § 31564 5.0:% § 26,944 4.60%
Tax equwa]cnt AdJUSIMENt ..ovver oo L $. 35 . 0.05% | 3125 0.04% 3 150 0.03%

M Non-accrual loans have heen mc!uded in average loan balances, but interest on mm-uc:?ma." loans has not been included for purposas of duermmmg

interest mcrmrc !

|
v

|
)
i
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Net Interest Income 2006 Compared to 2005

Net interest income on a tax equivalent basis amounted to
$33 655 million for the year ended December 31, 2006, an
increase of $2.091 million or 6.6% from the $31.564 million
of net interest income eamed in the prior year. Virtually all of
the increase in net interest income in 2006 was volume
related, unlike the prior yea'r when the major portion of the
increase was attributable totimerest rate changes. During
2005, short term interest rates increased frequently throughout
the year. During 2006, short term interest rates increased early
in the year but stabilized m'June 2006. While the yield curve
was generally positively sloped for most of 2003, it became
relatlvely flat and even mverted during 2006. With the
Corporation being asset sensmve it benefited in the
increasing interest rate env1ronment in 2005. While the
Corporation continued to benef' t from rising short term
interest rates early in 2006, lhlS benefit was partially offset by
the increasing cost of ﬁmdmg loan growth as the deposit
market environment became increasingly challenging. To
satisfy loan demand, the Co%porauon utilized more costly time
and wholesale deposits tog,ether with outside borrowings 1o a
greater extent than in prev:ous years.

Averagje interest earning assets increased $60.9 million or
9.7% to $686.4 million durmg, 2006 compared to
$625.5 million during 2005. lThe largest portion of this

- | increase in average interest earning assets was attributable to

loan growth. Average loans mereased by $53.9 million or
913% to $636.3 million durmg, 2006 compared to

$382 4 million during 2005. 'Average interest bearing
liabilities increased by $45.7imillion or 10.2% to

$495.3 million during 2006 compared to $449.6 million
during 2005. Time deposits, {Nholesale deposits and short term
borrowings were the largest factort; contributing to the
mcrease in average intercst bedrmg liabilities.

The net interest spread decreased by 44 basis points to 4.19%

for the year ended Deeemberi.’:l 2006 from 4.63% in the
carlier year. While the yield on interest eaming assets
Increased 64 basis points to 6 74% for the year ended
December 31, 2006, it was more than offset by the cost of
mterest bearmg liabilities i mcreasmg 108 basis points from

'l 47% during 2005 t0 2.55% durmg 2006. The increase in the
cost of interest bearing liabilities is attributable to increases in
rate and additional volume.

The net interest margin on mterest eaming assets decreased by
lS basis points from 5.05% durmg 2005 to 4.90% during
%006 The net interest margin declme of 15 basis points was
s:gmf icantly less than the net mterest spread decline of 44
basis points reflecting the posmve effect that non-interest
bearing sources had in suppomng interest earning assets. The
Corporatmn § average mlercst‘e’tmmg assets exceeded the
z:verag,e interest bearing liabilities by $191.2 million in 2006
compared to $176.0 million m12005. This effect on net interest

margin was 71 basis points in 2006 compared to 42 basis
points in 2005.

Net Interest Income 2005 Compared to 2004

Tax equivalent net interest income for the year ended
December 31, 2005 of $31.564 million was $4.620 million or
17.1% higher than the tax equivalent net interest income for
the sanie period in 2004 of $26.944 million. The rate/volume
analyses above indicate that both increased loan volume and
an increase in rates contributed to the increase in net interest
income. Average earning assets increased $39.8 miilion or i
6.8% in 2005 compared to the same period in 2004. Average
total toans grew $43.6 mitlion or 8.1% in 2005 compared to
2004,

The average earning asset yield during 2005 of 6.10% was

72 basis points higher than the 5.38% during the same period
in 2004. The rate paid on average interest bearing liabilities of
1.47% in 2005 was 40 basis points higher than the 1.07% in
2004. Average non-interest-bearing demand deposits grew
8.1%, while savings decreased 2.1% and time deposits
increased 27.6% in 2005 compared to 2004,

Net Interest Margin

The Corporation’s tax equivaient net interest margm
decreased 54 basis points (o 4.65% in the fourth quarter of
2006 from 5.19% in the same period last year. The tax
equivalent net interest margin and related components for the
past five linked quarters are shown in the table below.

The Corporation anticipates continued pressure on its tax
equivalent net interest margin in the 2007 as primary funding
for incremental loan and lease growth is expected to come
from higher cost wholesale funding. The Corporation’s tax
equivalent net interest margin was 4.90% in 2006 compared
with 5,05% in 2005 and 4.60% in 2004, These results reflect
the steady short-term rate increases throughout 2005 and early
2006 before stabilizing in June of 2006.

Interest Effect of
Earning  Bearing Net Non-Interest Net
Assct Liability Interest Bearing Interest
Year Yicld Cost Spread Sources Margin
Net Interest Margin Last Five Quarters

A Quarter 2006 685%  299%  3.86% 0.79% 4.65%

3% Quarter 2006 6X2%  280% 4.02% 0.76% 4.78%

™ Quarter 2006 6.72% 2.35% 4.37% 0.67% 5.04%

1" Quarter 2006 6.58% 1.92% 4.66% 0.56% 5.22%

4" Quarter 2005 6.41% 1.73% 4.68% 0.51% 5.19%

Net Interest Margin Last Three Years

e 474%  2.35% 4.19% 0.71% 4.90%
2005 6.10% 1.47% 4.63% 0.42% 5.05%
2004 5.38% 1.07% 4.31% 0.29% 4.60%

Interest Rate Sensitivity

The Corporation actively manages its interest rate sensitivity
position. The cbjectives of interest rate risk management are
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to control exposure of net 1n!erest lncome 1o risks assomated
with interest rale movements and to achleve sustainable
growth in net mterest income, Managcment s Asset Liability
Commitiee (“ALCO”) usmg pohcnes and procedures
approved by the Corporatron ] Board of Directors, is
responsible fo'r managing the mteresl rate sensitivity position. |
The Corporat:lon manages mterest rate sensitivity by changing
the mix, pricing and reprlcmg charactensues of its assets and
liabilities, through the management of its investment portfolio,
its offering of loan and selected deposit terms and through
borrowings frlom the Federa! Home Loan Bank of Pittsburgh
(“FHLB™) and selective use ofi mterest rate floors: The ALCO
continues to evaluate vanous slrategles including interest rate
swaps and floors to mitigate the: 1mpact of future changes in
interest rates on its net interest mcome :

The Corporauon uses sever'rl tools tlo manage its 1nteresl rate
risk mcludmg interest rate sensmwty analysis (aka “GAP '
Analysis™), market value of portfollo equity analysrs interest
rate srmulauons under varlous rate scenarios and net interest
margin reports The results'of lheselreporls are compared to :
limits eslabllshed by the Corporatmn s ALCO Policies and
appropriate adjustments are made 1f‘ the results are outside of
established limits. ~ | | ‘

The fol]owu}g table demonistrates the annualized result of an '

interest rate simulation and the estimated effect that a parallel

interest rate shlﬂ in the yreld curve'and subjective adjustments

in deposit pncmg mighit have on the Corporatron s projected
net interest income over th‘e next 12 months.

This srmulat:mn assumes that there is no growth i m the balance
sheet over the next twelve months The changes to net interest :
income sho\'vn below are in comphance with the

Corporauon‘ s policy guidélines. Actual results may differ
srgmﬁcamly from the interest rate srmulahon due to numerous:
factors mcludmg assumptions,.the compeuuve envnronmem
market reactions and customer. behawor

‘

Summary of Interest Rate Slmulatmn
!
! ‘ '
i P
l :

December 31,2006
Estimated Change
In ll\'et Interest
Income Over
Next 12 Months

l |
(dollars in :hoy.wnds) : ‘ ,
Change in Interest Ratesi : !
|
|

+200 basis points 1,226 341%.
+100 basis points............ 679 1.89%.
-lOOba&sponns (688)  (1.92%)
-200 basis pomts $ (1,292) (3.60%)

The mterest rate simulation aboveI indicates that the
Corporauon s balance sheet as ofiDecember 31, 2006 is assct:
sensitive, meanmg that an mcrease in interest rates should
increase net interest income and a decline in interest rates w1]]
cause a declme in net intérest-income over the next 12 momhs
when compared 10 prOJected net income under a ﬂat or stable
rate scenario. : A f :
i ‘ .
o

i

. decreased from last year (a 6.10% increase for +200 basis f

»

The Corporation’s sensitivity to changes in interest rates as
measured by the Cdrporation’s interest rate simulation model

pomts and a 10.76% decrease 'for -200 basis points), as the
Corporauon through direction from its ALCO added fixed rate
commercial loans, residential mortgages and mortgage-backed
securities to the asset mlxE Additionally, the Corporation
purchased a $25'million nouonal prime rate based, thiee-year
interest rate floor in Apnl 2006 for a total cost of $155
thousand to mltlgate the impact on earnings of anucrpated
declining rates over the next three years. The net expense
related to the mterest rare'ﬂoor was $29 thousand in 2006.

GAP Report ‘

The following, table presems the Corporation’s interest rate
sensnwrty posmon or GAP Analysis as of December 31,
2006: B
! - D%
(dn.ifar.! in thouscands) Days ] Davs
Assets: ‘ '
Interest-bearing  * " :
deposits with ' .
banks....cccoeee. 8 532 5 — % — $ — 8 — § 5
Federal funds ! .
Sold. e —_ —_ — —
Investment '
ssecurities ..
Loans™ ..
Allowance..

Cash and due R . - !
. from banks........., B — — — 61,473 61 473i

e — 136 329 39,063 39.528 |
S280.864 § 60.366 $276.216 $108.678 5100536 §826, 660|

Non-Rate
Scositlve Tota

Over
5 Years

90 to 365 1-5
Years

i
48.232
685017
(8.122

8,063
53473
(870

24,462
256,259
(4.641)

7,622 —
103,048 —
2.321) —

Other assets .. .
h
Total assets.........

Liabilities and
shareholders’ equity:
Demnnd non-
" interest-bearing L1 § 42, 555 5 24430
Savings, NOW
| and market rate ...."
,Time deposits ........
‘Wholesale !
" deposits..eiennns — 19976 — L—_ —_
iBorrowed funds..... 15000 — — - . =
Other liabilities...... - — — —_
{Sharcholders’ . .
EQUILY .o 2,942
. Total liabilities h
1 and sharcholders®
C eqQUItYeeenens
lhlercsi earning '
LT LS
Interest bearing i
! liabilities............ . 5152, 574
Difterence bctween :
interest eamming asscls
;and interest bearing [ :
hablImes.............;...'. 5128.580
Cumulauve dlﬁ‘erence |
'between interest . :
|carning assets and ' ' .

'interest bearing | . ) |
:liabililies...............r.. $128.580} § 24,685 §$139.665 5202538 § ' — $202,838

Cumulative caiming - , 1
assetsasa % of °

j cumulative interest
bearing liabilities ...

$131,361 § — § | — 5198546,

295!521 i
200,446

157818
7.923

47,343 v =
154 —

48,932
38,642

41,428
103,727

|
19.976
15,000
14,788

| i
§.827 47,076 23,538 L - 82,383

S 198,588 $344.178 § 71035

S 198, 071 § 14,788 §826.660

‘ |
$281, 154 $ 61,236 $280,721 $110670 § — $1733.781

$165741 § 47497 § — 3530543

N
§ 165,131

$(103,895) $ 114980 § 63,173 § — $202.838

{

184% 108% 126% 138% |
|

1 ; I
(0 foans inchide portfolio loans and leases and loans held for sale.
S




The]table above indicates that the Corporatlon 15 asset
serlsmve in the immediate to 90 day time frame and should
expenence an increase in net mterest income in the near term
if interest rates rise. The converse is also true.

I
Maturity of Certificates of Deposnt of $100,000 or Greater
at December 31, 2006

(dotlars in thousands)

Three months or less
i N

Thr?e 10 six months

Six totwelvemonths ... i,
!

Greater than twelve months ...

PR.OVISION FOR LOAN AND LEASE LOSSES

1! . . f
Gul}eral Discussion of the Allowance for Loan and Lease
Losses

The Corporation uses the a]lowanfce method of accounting for
credit losses. The balance in the dllowance for loan and lease
lo‘;s!es (“allowance™) is determined based on Management’s
revlew and evaluation of the Ioaml and lease (“loans™) portfolio
in relanon to past loss expenence the size and composition of
the portfoho current economic ex ents and conditions, and
othc]:r pertinent factors, including Managemem s assumptions
as to future delinquencies, recovgnes and losses.

Increases to the allowance are implemented through a
corresponding provision (expense) in the Corporation’s
statement of income. Loans and Ieases deemed uncollectible
are lCharged against the allowance Recoveries of previously
charged-off amounts are credlted to the allowance.

While Management considers the allowance to be adequaie
based on information currently avallable future additions to
the allowance may be necessary due to changes in economic
condmons or Management’s assumpuons as to future
delmquenc:es recoveries and losses and Management’s intent
wn}1 regard to the disposition of loans In addition, the

Pe rmsylvama Department of Bankmg and the Federal Reserve
Bank of Philadelphia, as an 1ntegral part of their examination
process, periodically review the Corporanon s allowance.

The Corporation’s allowance is the accumulation of four

omponems that are calculated based on various independent
methodo]og:es All components of the allowance are
estimations. Management dlscusses these estimates earlier in
thlsI document under the headngof‘ “Critical Accounting
Pollmes Judgments and Esumates The four components are
as follows:

. N
s  Specific Loan Evaluation Component — Includes the
specific evaluation of larger classified loans

s Historical Charge-Off Component — Applies a five
year historical charge-off rate to pools of non-
classified loans

s  Additional Facters Component — The loan portfolio
is broken down into multiple homogenous
subclassifications upon which multiple factors (such
as delinquency trends, cconomic conditions, loan
terms, and regulatory environment) are evaluated'
resulting in an allowance amount for each of the
subclassifications. The sum of these amounis equals
the Additional Factors Component. '

s Unallocated Component — This amount represents a
reserve against all loans for factors not included in
the compoenents above.

The Corporation has a material portion of its loans in real
estate related loans. A predominant percentage of the
Corporation’s real estate exposure, both commercial and
residential, is in the Corporation’s primary trade area which
includes portions of Delaware, Chester, Montgomery and
Philadelphia counties in Southeastern Pennsylvania.
Management is aware of this concentration and mitigates this
risk to the extent possible in many ways, including the
underwriting and assessment of the borrower’s capacity to

repay.
Asset Quality and Analysis of Credit Risk

Asset quality remains strong at December 31, 2006 as non-
performing loans as a percentage of total loans were 12 basis
points. This compares with 7 basis points at December 31,
2005 and 24 basis points at December 31, 2004. The
allowance for loan and lease losses as a percentage of total
loans was 1.19% at December 31, 2006 compared with 1.24%
at December 31, 2005 and 1.23% at December 31, 2004, The
provision for loan and lease losses in 2006 was $832 thousand
compared to $s762 thousand in 2005 and $900 thousand in
2004.

While the allowance increased to $8.122 million at
December 31, 2006, an increase of 9.7% from $7.402 million
at December 31, 2005, the allowance as a percentage of loans
decreased to 1.19%. This decrease is the result of strong loan
and lease growth in the second half of 2006. Management is
comfortable with the percentage decrease based on the strong
asset quality in the loan and lease portfolio.

Management expects to experience higher charge-offs in its
newly formed leasing business than in its historical loan
portfolio. In 2006 the Corporation’s net charge-offs/average
loan rate was 0.02% with no lease charge-offs. It is anticipated
that higher yields on the lease portfolio will more than offset
the expected lease charge-offs of between 0.75% and 1.50%
of average leases outstanding.
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Non-Pérforming Assets and Related Ratios ' A !

i ! I l ) ) i ‘ December 31, :
(doffars in thousands) | P 2006 L. 2005 1 2004 2003 2002
Non- accrual loans and leases .‘ ................................................. $ 704 S, 261§ 1,353 S 371§ 209
Loans and leases 90 days or more past due [ | 1o ;. 129 22 62 45
Total n(‘m performmg loans and JEASES «.oomooierrereerreereesric b, 823 | 390 1,375 433 254
Other real estate owned (“OREO”) OO TU USROS UPTT SO — 25 357 — —
Total non performmg{assets ' $ 823 $ 415 § 1,732 § 433 § {254

| | ! !

Allowallcc for loan and leasc losses to non—performmb _ | ; '

ASSELS vt i 986.9% 1,783.6% - 3999%  1,5404%  2,407.1%
Allowance for loan and lease losses to non—perfonning .

LOANS eveveveseserrrsrborsrerrn D1 986.9% | 1,897.9% 1 503.8%  1,540.4%  2,407.1%
Non- performmg loans to total loans and leases et L 0.12% e 0. 07% - 025% 0.09% 0.06%
Allowance for loan losses to (6tal loans and 1eases ............... 1.19% ! I. 24% 1.25% 1.34%. 1.40%
Non-performing assets to lotal BSSCLS oo 0.10% , 0. 06% 0.25% 0.07%: 0.04%
Net lOHI!I charge- offs/avcrag,e 10ans and 1€aSeS .......rrererrriven C02% 05% A2% 04%: { 04%)
Period end portfolio Ioans ANA'IEASES .vevevmireerersrererenrsnens $ 681,291 3 " 595, 165 $ 555880 $ 498726° § 438, 949
Average loans and leases (average for year) oo $. 636,286 $. 382 386 S 538,775 $§ 478,397 S 421[904
Allowance for loan dnd ledse losses ....................................... $ 8122 § 7 4(_)2 $ 6,927 % 6,6700 § 6!1 14
Summary of Changes in the Allowance for Loan and Lease Losses : !

(dollars in irirousands) ! i ‘ ‘ 2006 2005 2004 2003 2002
Balance, January [ ...} . e eeeerenee ‘.S, 7402 S 6927 $ 6670 $ 6,114 § 4928
Charge-offs: | ! | 7 -
Consumer ........... O IO 3n (138) (94) (102) (68)
Comlnercial and industrial ... oo L — = (167) (112) —
Real eslate ............ SRR RO (120 (156) (431) (13) —
Total charge- offs S RSP (151) -« (314) (692) {227) (68)
Recoveries: 1 | ! - !
Consumer ............. L TN 34 1 ll 47 32 24
Commermal and mdusmal L _ 3 | 12 2 — 220
Real estate .......................... PN S 2 4 — 1 [0
Total Recovenes SO OO 39 27 49 33 254
Net (chnrge—offs) [ FREOVELIES ..o e (112) (28_7) - (643) {194) 186
Provision for 10an and [ease 10SS€S .......oooorvoooorovoveccccrrnnrns 832 ﬂ 7621 ! 900 7501 1,000
Balance' December 31 ............ v 3 81228 7402008 6927 5 66708 6114
Allocatljon of Allowarllce for Loan and Lease Losses | ! b ‘ l

The followmg table sets forth an allocation of the allowance for loan and lcase losses by categ,ory The specific allocanons in any
pamcular category may be changed in the future to reflect then current conditions. Accordmgly, Management consnders the entire

allowanc‘:e to be available to abborb losses in ‘any category. ! l I l
: f . : . December 31,
' i 2006 2005 2004 2003 2002 |
I | % Loans i %Loans |, | % Louns % Loans { ! % Loans
i | to Total to Total * to Total 1o Total | to Total
{ddotlars in thousands) ! P Ionns' Loans i l Loans Loans Loans
Balance at end of period appllcablc Q: . | . " i | |
Commerctal andmdustnal f § 2,161 25. 7% § 2,191 28.5% (S 3,575 33.l%‘S 3,656 35.7% |§ 2,940 36.4%
Real estalc constmctlon ..... : 950 110 569 7.6 7411 6.6 558 1.2 494 .59
Real eslalc MOTEAZE L. 60.9 4,141 623 [+ 806 585 1,089 534 1,107 524
CONSUMEE oo et 1.4 143 16 o1, I74 1.8 906 3.7 1907 5.3
Leases ' 1.0 — — - - — P— ;—
Unallocated — ! 358 - . 63 l - 461 — ‘666 —
Total‘ ....................................................... IO(l%1 $ 7402 100.0% |5 62927.‘ 100.0% |$ 6,670 100.0% [$ 6.114 _100.0%
i ‘ i ’ -
) 10 .
l j l ' ' | l | ¢ L ! i

__—



NON-INTEREST INCOME

I![I;(lﬁ Compared to 2005 !

Non-interest income for the twelve months ended

December 31, 2006, increased 556 thousand or 0.3% to

$18 361 million when compared 1o the same period last year.
Wealth Management services fce income increased $883
thousand or 7.7% to $12.422 mllllon in 2006 from

Sl 1.539 million in 2003, whtle other non-interest income
categ,ones in the aggregate declmed $827 thousand over the
same time period, primarily due to lower residential mortgage
related revenue.

‘2005 Compared to 2004

Non-interest income for 7005‘ excluding the $1.145 million

féam on MSR sales in 2004, decreased $378 thousand or 2.0%

to $18.305 million from $18.683 million in 2004, Non-interest
income was negatively tmpadted by the slowdown in
residential mortgage activily, as residential mortgage
ongmatlons and sales declmed 7.2% or $14.9 million and
$24.7 miilion or 17.1%, respectwely in 2005 compared to
2004. This decline in res1de1‘1t|al mortgage activity along with
very competitive pricing resulted in a reduction in the gain on

1 sale of loans of 44.5% or $1’.298 million to $1.622 million in

2005 from $2.920 million in 2004, Non-interest income was
z":lso negatively impacted byj a $234 thousand or 12.8%
decrease in service charges on deposit accounts reflecting the
impact of higher carnings credits on commercial checking

accounts and the induslry’sJ trend toward “free” checking,

. ;Panially offsetting this decrease in non-interest income was a
‘2005 increase of $1.236 million or 12.0% in fees for Wealth

Management services Com‘pared to 2004. Wealth assets under
management and administration increased $310 million or
16.0% to $2.248 billion at:December 3t, 2005, compared to
$1.938 billion at December 31, 2004. The increase in assets

+ under management and admlmstratlon is partly a result of a

business acquisition by a 51gn1ﬁcant client in the third quarter

. of 2005.

; NON-INTEREST EXPENSE

i
2006 Compared to 2005

Non-interest expense for,the twelve months ended

December 31, 2006, decreased $150 thousand to

$31.423 million when cdmpared to the same period last year,
primarily due to reductions in incentive compensation,
mortgage servicing nghl amortization and professional fees,
partially. offset by mcrezlised occupancy costs, employee
benefit costs, leasing company startup costs and West Chester
staffing additions. '

2005 Compared to 2004

" Non-interest expense for 2005, excluding $266 thousand of

expenses related 10 thefsale of the MSRs, increased $214

thousand or 0.7% to $31.573 million when compared to
$31.359 million in 2004. The increase is a combination of
many factors including increased medical benefit costs, staff
merit raises, incentive compensation, and occupancy and
furniture and fixture expenses related to the Exton, PA branch.
Partially offsetting these increases were reduced levels of
professional fees, lower amortization of mortgage servicing
rights, and reduced residential mortgage staffing levels.

INCOME TAXES

Income taxes for the year ended December 31, 2006 were
$6.689 million compared to $5.928 million in 2005 and
$4.752 million in 2004, The increase in income tax expense is
substantially related to the increase in pre-tax income. The
effective tax rate was 34.5% in 2006, 34.3% in 2005 and
33.7% in 2004.

BALANCE SHEET ANALYSIS

Total assets increased $99.5 million or 13.7% trom

$727.2 million as of December 31, 2005 to $826.7 million as
of December 31, 2006. Total portfolio loans and leases
increased $86.1 million or 14.5% over the same time period
from $595.2 million at December 31, 2005 to $681.3 million
at December 31, 2006. Average assets increased $57.8 million
or 8.5% to $740.7 million and average portfolio loans and
leases increased $56.3 million or 9.8% to $631.9 million in
2006 compared to 2005. Portfolic loan and lease balances
grew steadily during the year, as average quarterly loans and
leases outstanding were $595.5 million, $617.6 million,
$645.3 million and $669.0 million during the 1%, 2*, 3 and
4™ quarters of 2006, respectively.

As a result of the increase in portfolio loans and leases, the
funding needs for the Corporatton increased substantially,
resulting in less funds available to be sold and a decline in
Federal Funds sold of $32.3 million. The increased funding
needs were met with time deposits, wholesale deposits and
borrowed funds.

Total deposits increased $78.2 million or 12.3% to

$714.5 million at December 31, 2006, up from $636.3 million
at December 31, 2005. A more accurate reflection-of stable
deposit balances is the fourth quarter average deposits of
$649.8 million compared with the fourth quarter 2005 average
deposits of $600.6 million, a growth of $49.2 million or 8.2%.

Average deposit trends during 2006 include a decrease in
average savings, NOW and market rate accounts of

$25.1 million or 8.6%, a large increase in average time
deposits of $42.6 million or 32.6% and the use of wholesale
deposits of $10.5 million, while the non-interest bearing
demand balance increased slightly to $150.0 million from
$148.5 million. The decrease in savings, NOW and market
rate accounts experienced by the Corporation also reflects the
competitive nature of the Philadelphia regional banking
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market place The Combmzmon of rising interest rates,
aggressive marketing by our compeutors a more educated '
consuner, and the Corporauons ireluctance to ‘compete on rate
alone contributed to thls1 decline! Addrtlonally, the , )
Corporatlon anticipates that g g,roulfth of “core” deposits will be
one of its most difficult challenges for the foreseeable future.

+

The Corpdratlon commues its a;,;,resswe busmess
development efforts by bur]dmg bankmg, relationships with
privately h|eld business owners, non profits, quality residential
builders, and owners ofcommercml real estate. These ‘
relatlonshul)s focus on loan deposn and wealth management
products. '\ : | '

Borrowed funds mcreaqed 315 mllllon from December 31,
2005 to December 31, 2006 Average borrowings in 2005 and'

2004 did not average moré than S2 0 million. The growth in '
loans and Ieases during 2006 is reqponsnb!e for the average
increase in borrowed funds of $17.7.million from $1.7 million'
in 2005 to $l9 4 million i m 2006. ]l '

v

The Corporalltron ] averag,e loan to deposit ratio increased
from 95.6% and 97. 7% in 2004 and 2005, respectively, to
101.7% in 2006 The Corporation has significant capacity to
borrow from'the FHLB as dlscussed later in this document
under the sec!tlon titled “Liquidity” \The Corporation
continues to evaluate other '}vholesalle‘ funding mechanisms.

]

The Corporation’s shareholder’s equity was negatively
impacted by $4 2 million due to the adopllon of FAS 158 in
the fourth quarter of 2006. Refer to the Capital section of this
document for additional mformatlon'

+

Investment Portfollo ; ']

A maturity breakout of the 1dvestment portfolic by investment
type at December 31,2006 is as follows

1
'

: \mnring Matering

‘I From| From
' \1xlurmg 2008 '_ 2012 Maturing
! During Through  Through After
(dollars in thousands} i 2007 " Wil 2016 2016 Total
- Obligations of the U. S e I
Governmenl and agencres }. |
Book value ........ficcocrcenne $ 6469 $1479F 5 9509 5 — §30769
Weighted a\'cmge'yield 3.64% 4.32% 5.82% — 4.64%
i .
State and political subdivisions: '
Book value ....... -8 — 519958 3019 5§ -— 5 5014
Weighted average yield ... - — 3.27% 3.14% — 3.19%
f .
Other invesiment securities: | II i
Book value .. e § 115, 8 '60()'l $§ — & — § 715
Weighted average yleld 4.70% 4.55% : — — 4.57%
1 |
Subtotal book value . 8 6584 S17386:812,528 3 — 336498
Weighted average yield . 3.66% 421% 1 5.47% — 4.44%
Morgage backed securities “ " !
Book value -_..... .8 —8 — 8 — 5 — 511734
Weighted avernge yicld — ! — ! — — 5.33%
Total book value ..... . § 6584 S i7, 386 S 12,5280 5§ — 548232
Weighted average yicld ... 3. 66“" 4.21% 5.07% — 4.66%

1 K
[ 1
1

 Consumer . 5,915 9437 S 10201 5 18580 5 24,537
Comrnercuﬂ & . ' '

[ndustrial " 175;278 170,283 186923 178,382 170,286
+ Commercial . _ .
| Mortgage ... 198407 162621 137141 119811 103972
\Comstruction ... 74,798 45523 36941 36235 27514
Residential . '_ ( .

. Morngage ... 103,572 99,602 75,081 59,714 51.096
Home Equity ) ‘ o ]

. Lines & Loans ...... 13068107659 19512 86004 61,544

' 1

Leases .ot .7,012 — — — —-
Total Portfolic \ ,

" Loans ......ccoieenns 68] 291 595.165 555,889 498726 438,949
Loansheld forsale .. 3,726 2765 _ 8708 3600 _ 28,026
. ' TS . j

Loan Portfolio .

A breakdown of the loan portfolio by major caler,ones at

. December 3I for each of the last five years is as follows:

l

i . December 31,
(dollars in rhoumnds} 2006 2005 ' 2004

2003 2002

5685 017 5597 930 5564,597 $502.416 S 466, 975

: l s
Loan Portfolio Maturity and Interest Rate Sensitivity

|
The loan maturity dlsmbutlon and interest rate sensitivity
table below excludes Ioans secured by one to four family
residential properties and'conqumer loans as of December 31,
2006 A ‘ i

i Maturing N
- From |
+ Maturing 1008 Maturing
¢ During Through After
(dollars in thousands) 12007 2011 _ZlJl 1 Total
Loan Portfolio Maturity: 1
Commercial and industrial.. § 171,025 § 51,605 § 24540 $ 147,170
Real estate — construction .. ' {46,566 24,506 . 3726 74,798
Real estate — other .............. 1,389 19,315 174,110~ 194,814
LEASES covvvvvvevcrernnninsnnsenrens o 18 6.994 — 7,012
T oo $ 118998 § 102420 § 202376 $ 423,794 '
Interest sensitivity on ‘ \ !
the above loans: . . ' '
Loans with ' v
predetermined rates L.0§+23493 § 76941 5 72,769 $ 173,203
Loans with adjustable | ‘ i
or floating rates ......... ' 95,505 25479 129,607 250,591
S 118998 S 102420 $-202,376

Tolal bt 3 423,794
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D1 ’CUSSIO\‘ OF SEGMENTS

The Corporatlon has three pl‘lnClpa| segments (Residential
Mortgage Wealth Management, and Banking) as defined by
SFAS No. 131 “Segment Repomng” These segments are
dise ussed below. The Detail scgment information appears in
Note 24 in the accompanying Consolldated Financial
Statements. f

i -
Residential Mortgage Segment Activity

All activity is for the year unless rioted otherwise:

{dollars in thousands) | 2006 2005 2004
Residential loans held in porifolio*.... $ 103,752 § 69.602 § 75081
Mortgage oniginations ...................... 127,307 193,324 208,252
Mort;;ngc loans sold: '
Servicing retained ......ocooeeeeeerennnn, | 20,910 41,664 111,173
Servicing released ..............cocooeeeee. 1 46.750 78,537 33,743
Total mongage loans sold $ 67,660 $120201 $ 1445916
Pcrcelmage of mortgage loans sold: i
Servicing retained % ... ' 30.9% 34.7% 76.7%
Servicing released % ..., L 69.1% 65.3% 23.3%
Loan‘s serviced for others* ... 182,141 417649  507.421
Mortgage servicing rights* ... . 2,883 2,982 3,172
Gainlon sale of 10an5s ..o 954 1,622 2,920
Loans servicing & late fees ..o 1,126 1.303 1,632
Gain'on sale of MSRS oo — — 1.145
Amolnization of MSRs .o 348 606 839
Bas;if point gain on loans sold ......... 141 135 201

*Period end balance

The,Corporation’s mortgage banking segment continued to
shl‘ink'in 2006 as mortgage originations of $127.3 million in
2006 were $66.0 million lower th%m originations in 2005 and
£80. 9 million lower than orlgmauons in 2004. The decrease
in mortgage originations was partially attributable to the
sul)stanllal decline in loan rehnancmg activity which
couTeIaled with the nationwide end of the refinance boom and
the: increase in mortgage loan interest rates.

Mdnag,emem expects mortgage 01‘151[‘]3{10113 to continue to
dec Ime in 2007 when compared to 2006 due to uncertainty
ovar the direction of real estate values and interest rates.

Loans serviced for others have decreased from $507.4 million
n 2004 to $417.6 mitlion in 2005, with a further reduction to
$38" I million in 2006. The declme in loans serviced for
others is partially due to a 2005 decision by management to
sell |a higher percentage of loans \]vith servicing released and to
hold fixed rate mortgages in ponfollo during 2006. The

inc reaqe in sale of loans servu:mg, released provided the
Corporanon the ability to price monEages more competitively
andlincrease the gain on sale of loans. Competitive pricing
pressures during 2006 combined with a smaller gain on sale
on l‘oans sold servicing retained resulted in reduced gains on
the ‘;ale of servicing retained loans Overali, the gain on sale

of loans sold resulted in a gain per loan sold of 141 basis
points, 135 basis points, and 201 basis points in 2006, 2005
and 2004, respectively.

Wealth Segment Activity

The Wealth Management segment reported a 15.8% increase
in pre-tax segment profit (“PTSP”) for 2006 compared to
2005, This performance is attributed to an increase in Wealth
revenues of 7.6% from 2005, while expenses increased only
1.0% over the same time period. The growth in the Wealth,
Division’s PTSP in 2005 compared to 2004 was an increase of
34.3%. This increase is primarily due to a 12.0% increase in
Wealth Management revenues related to estate fees and a fee
increase in the second quarter of 2003,

The increase in Wealth Management revenues from 2005 to
2006 is primarily from the investment management, retirement
services and estates administration components. Increased
mvestment management fees are the result of conversion of
custody accounts to investment management accounts.

Wealth Management assets under management and
administration have grown to $2.515 billion as of

December 31, 2006 from $2.248 billion at December 31, 2005
and $1.938 billion at December 31, 2004 or 11.9% and
29.8%, respectively, This growth is primarily a combination
of business acquisitions by a significant client and an increase
in the market value of existing accounts due to asset
appreciation.

Banking Segment Activity

Banking segment dala as presented in Note 23 of the Notes to
Consolidated Financial Statemenis indicates a PTSP of

$13.0 milhon in 2006, $11.4 million in 2005 and $7.9 million
in 2004, See Components of Net Income earlter in this
documentation for a discussion of the Banking segment.

CAPITAL

Consolidated shareholder’s equity of the Corporation was
$82.4 million or 9.97% of total assets as of December 31,
2006 compared to $77.5 million or 10.66% of total asscts as
of December 31, 2005. The decline of 69 basis points is
primarily the result of asset growth and the adoption of FAS
158 as discussed in Note 11 in the accompanying
Consolidated Financial Statements. The Corporation’s and
Bank’s regulatory capital ratios and the minimum capital
requirements to be considered “Well Capitalized” by banking
regulators are displayed in Note 20 in the accompanying
Consolidated Financial Statements,

Both the Corporation and the Bank exceed the required capital
levels to be.considered “Well Capitalized” by their respective
regulators at the end of each period presented.

Neither the Corporation nor the Bank are under any agreement
with regulatory authorities, nor is Management aware of any




| ; '
currcnt‘ recommcndations'by the regulatory authorities, which,
if such'recommenclatlons were implemented, would have’ a

matenal effect on hqutdtty, capltal resources or operauons of
the Corporatlon

+
¥
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LIQUIDITY ; C |
|

The Cdrporatlon manages its liquidity position on a daily, baSIs
as part'of the daily settlement function and tnonthly as part of
the assfet liability management process. The Corporation’s
primary liquidity .is niaintaineld by managing its deposits along
with the utilization of purchased federal funds, borrowings
from the FHLB and utlhzanon of other wholesale funding
sources. Secondary sources 0f'llqmd1ty include the sale of
securmes and certam loans in’ the secondary market. |
Borrowmg avallablhty with the FHLB was approximately
$248 mllllon excludmg 15 mllhon of advances outstanding,
as of D|ecember 31 2006. Ovemlght Fed Funds lines consist
of Imes from six banks totalmg $68 million. Quarterly, ALCO
reviews the Corporanon s liquidity needs and reports its -
f'ndmg!s to the Risk Management Committee of the Board of
Directors. !

i |
OFF BALANCE SllI?ET RisK

The followmg chart presents the off-balance sheet
commltments of the l|3ank as of December 31, 2006, listed by
dates of funding or payment: |

I

: * Within

{edollars inl thousands) 1 Ycar
Unfunded loan L | . ‘ '

commitments.... S3I4,302 Sl87.298 $359.024 $43,404 $24,576

Standby: letters '

of credit...........

Total...

2-3
Years

4-5
Years

After

Total 5 Years

|

11,693 | 8350 3,343
$325, 995 5 195 648 $62,367 343,404 324 576

The Corporatlon becomes party to financial instruments in the
normal’course of business to meet the financing needs of i its
customers These fi nanmal mstruments include commitments
to extend credit and standby letters of credit and create off—
balance; sheetrisk.

Commitments to extend credit are agreements to lend to a
cuslomer as long as there is n(L) violation of any condition
established in the Ioan agreement

Standby letters of credlt are conditional commitments lssued
by the Bank to a customer for'a third party. Such standby !
letters of credit are issued to support pnvate borrowing i
arrangelments The Cl’Cdlt risk mvolved in issuing standby
letters ofcredlt is similar to that involved in granting loan:
facﬂmes to customers.

Esumated fair values of the Chmoration‘s oft-balance sheet
instrum[ems are based*on fees and rates currently charged fo
enter mto similar loan aéreemems taking into account the
remammg terms of the agreen‘llents and the coumerpartles '
credit stanclmg= Collateral requirements for off-balance sheet

t
t
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items are ge"nerallly_ based upon the same standards and
policies as booked'loans Since fees and rates charged fc1>r off-
balance sheet ltems are at market levels when set, there 1s no
material dlfference between the stated amount and the
estimated falr valug of off-balance sheet mstruments

i

CONTRAC'I UAL CASH OBLIGATIONS OF THE CORPORAT[OV
AS OF DECFMBER 31 2006

-

iM’ler

Within 2-3 + 4-5

(doilars in flfrousandx) Total 1 Year Years ' Ycars 5 Years
Depasits without a | ‘

stated matugity .......... 5. $494067 $4940678 —§ — 8§ —
Wholesale and retail !

certificates of deposit.... 220422 212346 7406 517 153
Operating: Ieases 24476 885 1.864 1,840 19887
Purchase obhgatlons e 3276 1,803 1,005, 468 —
Non-dlscreuonary i { | .

pension eontrtbuuuns‘... . 132 132 — — —

I 1
$742,373 § 709,233 $10,275 § 2,825 § 20,040

OTHER INFORMATION o !

Total ‘l

" Branch Oﬂ'ce Exhansnon

During the first quz’trter of 2004 and the second quarter ol‘
2005, the Corporatton opencd full service branch bank offices
in Newtown Square and Exton, PA, respectively. At
December 31, 2006 the Newtown Square and Exton branches
had deposits'of approxtmately $29.1 million and

$14.3 million, respectlvely During the third quarter of 2005
the Corporatlon entered into a ground lease for a locanon in
Ardmore, PA, and began construction of a branch office to
relocate the Wynnewood PA office. The Ardmore Branch
office opencd .l'muhry 16, 2007. The Corporatltl)n antlc1pates
measured expansion of its branch footprint over the next few
years including plahs to enter the West Chester, PA market in
2008.

Regulatory Matters and Pending Legislation;

Managefnent is nht- aware of any other current specific
recommendations by regulatory authorities or proposed
legislation which, lf they were implemented, would have’ a
material adverse effect upon the liquidity, capital resources, or
results of opcratlonis although the general cost of compliance
with numerous dnd’multnple federal and state Iaws and
regulations does have, and in the future may have an impact
on the Corporatton s results of operations.

In February, 2006, Congress passed the Federal Deposit
[nsurance Reform ;Act of 2005 (FDIRA-2005"): This

legislation W|ll merge the Bank Insurance Fund and the
Savings Association Insurance Fund into one fund, increase
insurance coveraq,e| for retirement accounts to $250,000,
adjust the maximum deposit insurance for inflation afier
March 31,2010 and give the FDIC greater flexibility in 4
setting insurance assessments. As part of the FDIRA-20035, the
Corporation’ .s prlmhry operating subsidiary, the'Bank, hals

i
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béen granted a one-time credit of approximately $409
thousand for utilization again‘m future FDIC insurance
premiums. The FDIC announ‘ced that 2007 assessiments will
range from 5 to 7 basis pmnts for well capitalized institutions
with composite regulatory examination ratings of one or two.
The Corporation anticipates that the $409 thousand credit will
offset all of the 2007 premlut!n assessment and a significant
portion of the 2008 aqsessment

Effects of Inflation i

Inflation has some impact (mlr the Corporation’s operating
costs. Unlike many industrial companies, however,
substantially all of the Corpofration’s assets and labilities are
monetary in nature. As a result, interest rates have a more
significant impact on the Co;rporation’s performance than the
. general level of inflation. Over short periods of time, interest

rates may not necessarily move in the same direction or in the
| same magnitude as prices of goods and services.

Effect of Government Monetary Policies

The eamings of the Corpora'tion arc and will be affected by
domestic economic condltlons and the monetary and fiscal
policies of the United States. government and its agencies. An
important function of the F e:dera] Reserve Board is to regulate
the money supply and interest rates. Among the instruments
used to implement those objectives are open market
operations in United States government securities and changes
in reserve requirements agamst member bank deposits. These
mslrumems are used in Varymf, combinations to influence
overall growth and dlstnbutlon of bank loans, investments,
and deposits, and their use may also affect rates charged on
loans or paid for deposits.

The Corporation is a member of the Federal Reserve System
and, therefore, the policies and regulations of the Federal
Reserve Board have a sngmf cant effect on its deposits, loans
“and investment growth, as well as the rate of interest earned
and paid, and are expected to affect the Corporation’s
operations in the future. The effect of such policies and
regulanons upon the future[busmesq and eamnings of the
Corporation cannot be pred|10ted

15

QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT
MARKET RISKS

The quantitative and qualitative disclosures about market risks
are included in the Management Discussion and Analysis, in
various sections beginning with *“Net [nterest Income™
through “Contractual Cash Obligations of the Corporation”.




Management S Report on Internal Control over Financial Reporting

| P ’
. [ :

Corporation Management i 15 respor|151b]e for both establtshmg
and malntammg adequate mtemal contro]s over financial
reporting. As of December 3, 2006 Management conducted
an assessmept of the efTecttveness of the Corporation’s
internal controls over fi nancial’ repomng and conc]uded that
such internal controls are effectwe;and found no-material
weaknesses. \The assessment was a'ccompllshed ﬁsmg the
criteria set forth by the Co}nmtttee of Sponsoring
Orgamzatlol}s of the Treadway Corinmtssron (“C?SO”) in
Internal Control lntegrated Framework. Management has
concluded that as of December 31 I2{)06 the Corporauon s

|
internal control over ﬁnancnal repomng is effective, based on
the COSO cnter:a

.
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Management,s assessment ¢ of the effectiveness of the
Corporatlon s internal: control over financial reporting as of
December 3l 2006 hasibeen audited by KPMG LLE,
(“K_PMG”) the Corporatlon 's independent reg:,tstered public
accountmg firm, havmg'responsnbthty for auditing the
Corporation’s ﬁnanmal statements. KPMG has expressed
unqualified opinions on Managemem § assessment and on the

effectiveness of the Cor;')orauon s internal control over
financial reportmg as of IDecember 31, 2006 and has‘lssued an
attestation report ¢ on the Corporatton s management '
assessment of‘ the, Corporauon s internal controls over

f' nancial reportmg as (}f December 31, 2006.
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Thle Board of Directors and Sh]‘areholders
Bryn Mawr Bank Corporation:

We have audited the accompanying consolidated balance
shf:ets of Bryn Mawr Bank Corp'oranon and subsidiaries (the
“Corporatlon”) as of December 3! 2006 and 2005, and the
related consolidated statements bf i income, cash flows,

C hanges in shareholders’ equlty' and comprehensive income,
101' each of the years in the thre'e year period ended
December 31, 2006. These consolldated financial statements

* are the respcmmblllty of the Corporatlon s management. Our

]

responsibility is to express an oplmon on these consolidated
financial statements based on our audits.

f

i
We conducted our audits in accordance with the standards of
lhe Public Company Accountmg Oversight Board (United
Slates) Those standards reqmrc that we plan and perform the

. audlt to obtain reasonable assurance about whether the

ﬁnanc:al statements are free of material misstatement. An
audrt includes examining, on a test basis, evidence supporting

; the amounts and disclosures i 1n the financial statements. An

audlt also includes assessing thc accounting principles used
and significant estimates made by management, as well as
evaluatlng the overall fi nanCIal statement presentation. We
beheve that our audits prov1de a reasonable basis for our
opinion. |

i
|

In our opinion, the consolidated financial statements referred
to above present fairly, in a]l material respects, the financial
position of the Corporation dS of December 31, 2006 and
2005, and the results ofthelr operations and thelr cash flows
for each of the years in the three -year period ended
December 31, 2006, in conforrmty with U.S. generally

accepted accounting prmmples
i

|

Report of Indepeniclent Registered Public Accounting Firm

17

We also have audited, in accordance with the standards of the
Public Company Accounting Oversight Board (United States),
the effectiveness of the Corporation’s internal control over
financial reporting as of December 31, 2006, based on criteria
established in Internal Control—Integrated Framework issued
by the Committee of Sponsoring Organizations of the
Treadway Commission (COSO), and our report dated

March 9, 2007 expressed an unqualified opinion on
management’s assessment of, and the effective operation of,
internal control over financial reporting,

As discussed in note 1 to the consolidated financial ,‘
statements, the Corporation adopted Statement of Financial
Accounting Standards No. 123R, “Share Based Payment,”
effective January 1, 2006, Statement of Financial Accounting
Standards No. 158, “Employers’ Accounting for Defined
Benefit Pension and Other Postretirement Plans,” effective
December 31, 2006, and Staff Accounting Bulletin No. 108,
“Considering the Effects of Prior Year Misstatements when
Quantifying Misstatements in Current Year Financial
Statements,” in 2006.

KPMme LEP

Philadelphia, Pennsylvania
March 9, 2007
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As of December 31,

) l\ 06 . 2005
' l i ! o . (dollars in thousands, except per
i \ ' \ | o . share data)
Assets l ' 1 ‘ . ! \ 0 o
Cash and due from banks ........ l ..................... LI ST RO QL .. § 61473 §  3389%
Interest bearmg dcposus ‘with banks .............. e e 532 | 405
Federal funds sold b e e, . — 32341
Total cash and cash’ equwalemsl ...................... ' l S 62,005 S 66,642
lnvestment securities avallablc for sale, at fair market ! ‘ l : |
(amomzed cost of $481632 and $34,014 as of 1 | . l |
December3l 2006 and 2005 respucuvely)........................; .......... STOOOTOTOTNROONS SOVONNE N IO 48,232 | 33,397
Loans held for sale .....}....c.... LTS TSSO OO SOSTSSRR SN N 3726 | 2765
Portfolio Ioans and léases. ... ‘ - 681,291 \ 595,165
Less: All()}vance for loan and lease losses . L . {8,122} P (7,402)
Net portfollo loansjand. leases ST URUEPORRSTOTUTE FUUR S SR N l 673,169 | 587,763
Premises and equipment,! net b N S TN S O S 16,571 l 14,622
Accrued interest recewab]e R l ...................... SO S RN B 3 4,232 i 3,265
Deferred 1rlcomc FAXES wroboiovosteeses e, ! S RO . : 2,946 : 709
Mortgage serwcmg rlghts e e l .......... O odinl 2,883 V2,982
Other assets SO, P e s S b : l‘ ....... :---~-:-5(l_ 12,896 l 15,081
TOtal BSSEtS ..vvvve b RS Ll DT 8 826,660 | 727.226
1 ! T | )
Liabilities \ \ | ‘. R B l
Deposits: , ’ f : o X i i
Non-interest-bearing dcmand ............................................... LS TR O 8 O - 198,546 - l 168,042
Savings, NOW and market rate accounts 4 295,521 3 12,896
Time deposns et e ) 200,446 L150,3_22
Wholesale deposits -...... s l et et nnn e ISTTRTROTY: . l 19,976 5,000
Total deposits D] ! / , 714,489 636,260
Borrowed funds ...tk ) ST SO OO DO SN DO PORTP P VRPPURTE o F l 15,000
Accrued 1nterlest payable T SO ToTo OSSOSO AOSPOTOROIRCINOR SO 10 O ‘ 4,346 l 2, l43
Otherllabllmes .................. l ...... SO S OSSOSO ORROTOTOUUUNOS JOURSTRE o S ; 10,442 111,310
Total liabilities ...... e e i L 744,077 649,713
» ' 4 ! i
t Shareholders’ equity ' . ~ ' ll : l
Common stock par value $F; authorlzed 25,000,000 shares; i | ( b
. issued 11 373 182 and 11, 221 899 sharcs as of December 31,2006 | b !.
and 2005, respectively and outstandmg of 8,562,209 and ‘, i ‘ l, ‘ L
8,556,255 shares as of DLcember 31,2006 and 2005 respectwely l : 3 11,373 11,222
' Paid-in capltal In excess of par VAT Lo S ; 10,598 t 7,888
‘ ~ Accumulated other comprehenswe loss net of tax benefit ! y (4,450) (643)
" Retained eamulgs .......... SR SO .'. ................................................. o 92,106 8|2,930_ .
- Less: Commonlstock in treasury at cost — 2,810,973, and ' u ! ' I
2,665,644 shares as of December 31)2006 and 2005, respectlvel}'/ S UUUSPUUUPIUORRTTRR SV A S (27,244) (23,884) |
Total shareholders equlity ......... L, SOOI R PO RS ' §2,383 77,513
Total liabilities and shareholders equ1ty ............................... e e e 326,660 § 727226 |
Book value per S lshare ............. e .................... R 9.62 § 19.06
' ! \ | ‘ v l
! -\ . L X !
i | : |
| m o " |
The accompanying notes are an integral|part of the consolidated ﬁnelncia! statemcnts. o \
. | R : | | | l
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Consolidated Statements of Income

! For the Years Ended December 31,
2006 2005 2004
I {doflars in thousandy, except per share duatw)
Interest income: i
]nterest and fees on 10ans and TEASES ... .o s ssrere s rr e s s ssseeeeesaaesabeaaens $ 43,775 § 36499 § 30,123
lnterest on federal funds sold 1............. H O UP S UU SRR 146 210 191
lnterest on deposits with otheribanks .......................................................................... 30 76 48
Interest on INVESIMENT SECUMTTIES ...ovvovioieieiriiciiicieieeici s 1,955 1,123 985
TOtal INLETESE INCOME ..eveee furicrereerececeeeeeeeessssse e ssereseses e 45,906 37,908 31,347
Interest expense: '
Imerest expense on savings, NOW and market rate accounts ............ccoooooevieeeeeiieenn. 3,850 2,744 1,999
I'nterest expense on wholesale and time deposits ........cccovvnniciiii 7.715 3,799 2,544
Interest expense on other BOrrOWINES ..o 1,042 57 10
TOtal INIEFESE EXPEIISEC ceoiirsleeiiiireie et ettt ke sin e e e e e ae s sa e s e sr e e rees 12,607 6,600 4,553
thl-imerest ITICOTEIE ooeootoiiiie et etit e e et e st etk e et et e e e e e st e babae e s s s s e bbb bbb e e s eessisbababaasaeaian 33,299 31,308 26,794
Provision for loan and lease los:ses ............................................................................... 832 762 900
Net interest income after provision for loan and lease 10SSes ..o.ooovvviieiieeicenece 32,467 30,546 25,894
" Non-interest income:
Fees for Wealth management : scmces ........................................................................ 12,422 11,539 10,303
Serwce charges on deposit accounts ........................................................................... 1,540 1,593 1,827
Loan servicing and other fees’ ... e 1,126 1,303 1,632
Net gain on sale of loans ....... '. ..................................................................................... 954 1,622 2,920
Net gain on sale of mortgage scrvmmg, HghS — — 1,145
Other operating income ........ | ...................................................................................... 2,319 2,248 2,001
Total NON-TNTETESt INCOME ..ot e et e ettt ee e e e ete b s s et e e e sansaas 18,361 18,305 19,828
Non-interest expenses: J
Salaries and wages ............. reeerueestereiese sttt Liseeaterseessaesaanrgaseeaseiseenteaseenteeseeeseanaenn 15,754 15,862 15,013
Employee 7= 4T3 £ £ TR SRRSO 4,287 4,075 4,297
Occupancy and bank prcmlscs .................................................................................... 2,534 2,272 2,161
Fumlture fixtures, and equtpment .............................................................................. 1,925 1,941 1,783
Advertlsmg ................................................................................................................. 898 960 879
Professmnal fees ' ...................................................................................... 1,016 1,292 1,808 |
Amomzatlon of mortgage service TIERES oot 348 606 839
Other operaling expense ! ...................................................................................... 4,661 4,565 4,843
Total non-interest expense;s .................................................................................... 31,423 31,573 31,625
lnc;ome before income taxes ..... e ee et e ettt sttt teeereses e e en et rererenaesaren e e e rere et enararen 19,405 17,278 14,097
Applicable income taxes .......... ; ...................................................................................... 6,689 5,928 4,752
NEEIMCOME ..o ereeeseeesseees oot eeseseerer oo seeoe e $ 12716 $ 11350 $ 9345
| .
| Ba!sic CAMINES PEr COMMON SHATE ..ot b 148 § 133§ 1.09
| . . !
- Diluted earnings per common Share ... $ 146 % 131§ 1.07
Dividends per share ................. fl ....................................................................................... $ 046 $ 042 $ 0.40
 Weighted-average basic shares outstandm& .................................................................... 8,578,050 8,563,027 8,610,171
: [)1‘lut|ve potential common sharcles ................................................................................... 113,579 101,200 110,854
Wlelg,hled—avcrage dilutive bhd[‘(.‘;b .................................................................................... 8,691,629 8,664,227 8,721,025

!

The accompanying notes are an integral part of the consolidated financial statements.
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Con‘sohdated Statements of Caski\ Flows . |} |
| s ' ‘
! H ' : ! l . y i For the Years Ended Dclcember 31,
l S ! . . g QR 2005 [ 2004
; . , i | b ' dollars in thousands
Operati:ng activities: |+ ' } 1 | y 5 ;I B
Net Income . : ‘ ; ; $ 12716 S 11,3500 § 9345
Adjustments to reconclle net income to cash provlded ! 1 ‘ |
by operating activities'! . l | . ' . t
Prowsmn for Joan and lease losses v, LSO SOOI SRS SRS | 832 762 | 200
Deprematlon and amom?anon 1 .......... SOOI, RO 1 , 1,458 1,516 l 1,375
Loans originated for FESAlE oo | b ! (68,209) (137, 485) '(144,916)
Proceeds from salc 01080 Looovosnnnnsnsicin bt ' A1 1 68,202 32,6531 148,981
Net gam on sale ofloans ....... | SOOI SO SR S (954) (1,622)  (2,920)
Net gain on sale of morlgage serwcmg rights ; — —1 (1,145)
Prows:on for deferrcd m(,ome TAXCS ooereeeeeiee e eeeens i (496) (521)!- 38
Change in incomne ta|xes payable/recewab]e 1,228 (354) (511}
Change in accrued 1oterest recelvable I (967) (686)1 C(305)
Change in accrued lr}terest payable .......... k2,203 (735) 550
Change in morigage servu:mg nghts ‘ 99 190 1,219
Other, net. ... ! .......................................................... A S R | (4,802) 4431 (3.321)
| ) K |
Net cash provided by operating activities ....ccveeeveennnnn 5 ........... presm g L 11,307 9.499 © (9,290}
Investing activities: ’ , : : ! \
Purchases ofmvestmem securmes ........................................... —— ' ; (28,229) (9,004) (17,568)
Procecds from maturmes of i mvestmem securities and : : {
mongage-backed sccurlucs pay dOWNS o, '! 7,181 3,500 —
Proceeds from sales of i mvestment securities available for salcl ) —_ 1,586 204
Proceeds from calls of i mvcstment securities ' ! f 5,940 4,000 13,147
Net repayments of notes recelvable : 954 387 | . 435
Net loan originations ............. OO O AU ST SO . (87,192) (27,553).  (63,258)
Sale ofother real estate owncd (“OREC"* 9. ' 25 377 | —
OREO Charge-0ff .......hoo..i... A B O S I S — (20) —
Purchases of premises and equtpmem (3,303) (1,859 (1,716)
Net cash used by iNVESHNZ GCHVITIES o.ov.vevveveeercieecseeiese s emssresberss s sassrensecsen b, . 1104,624) {28,580) l (68,756)
Financing activities: i
Change i m demand, NOW savmgs and market rate :
deposnt ACCOUNES ..o e e sraa e et e s e 13,130 (9,558) 60,547
Change i 1111 time deposnts 50,124 39,352 | 13,279
Change in wholesale deposns . 14,976 5,000 —
Change i m borrowed funds { 15,000 — | oL =
Dw:dcnds paid .. A + (3,948) (3,599) ! (3,446)
Proceeds- from exercise of stock optlons ....... C 511 643 500
Tax bcneﬁt from exerc1seuof stock optlons ! 293 139 I - 107
Purchase of treasury stock ....................................................................................................... : . {3,406) {1,990) i {2,574)
' : . T | .
Net1 cash provided'by financing activities ... b, ST ! u ....... | " 88,680 30,487 l 68,413
' . ! i
Change i m cash and cash cquwa]cnt‘; OSSR OOV ! 1 ....... | ) (4,637) 11,400 | 8,947
Cash and ‘cash equivalents at begmnmg of year rerssrasesesssossoreonarsssanstbessses s s sosensrensbansurannen i - 66,642 - 55,242 46,295
Cash and cash cqulvalen:s atend of year ... I :* ....... | | 62,005 § 66,642 ! $§ ' 55242
‘ [
Supplemental cash flow mformanon ' | ' ' :
Cash pald during the year for: l ! : v | '
lncome BAXES 1ottt e e | 7,280 S 4646 [ § 5476
Interest, oo, . 10,404 7.335 4,003
The accompanying notes are an integral part of the consolidated financial statements .
‘ l ! o !
1 20 ' . !
| | |
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Consolidated Statements of Changes in Shareholders’ Equity

| For the Years Ended December 31,
| 2006, 2005 and 2004
' Accomulated
Other
' Shares of Comprehensive Total
‘ Common Common Paid-in Retained Income Treasury  Sharcholder’s
Stock Issued Stock Capital Earnings (Loss) Stock Equity
ll dollars i thousands)
Balance - December 31, 2003 vrrieereneeneeene 11,135.2320 $11,135 5 6,487 569,280 § 0 {126) 3{19,394) § 67,382
INCEINCOME oo bt et anas — — — 9,345 — — 9,345
Dividends declared - $0. 40‘pcr share .. — — —  (3,446) — -— (34406)
" Other comprehensive loss, net of tax bcneft of 588 ......... — — — — {162) — (162)
Tax bencfit from gains on stock option exercise .............. — — 107 — — — 107
. Purchase of treasury StOCK ...........c.ocoorenvensomeeersssmmosresnenn. — — — — — (2,574) (2,574)
Retirement of treasury stock ............................................. (4.234) ()] (38} — — 31 (11)
' Common stock issued ....... SOOI 41,584 41 556 — — — 597
Balance - December 31‘20014 cevrveersererrnenee e 11,172,582 811,172 8 7,112 §75.179  § (288} $(21,937) % 71,238
Net income . . ] — — — 11,350 — — 11,350
Dividends declarcd SO 42 per sharc ............................... — — —  (3.,599) — — (3,599)
Other comprehensive loss, net of tax benefit of $191 ... — — — — (355) —_ (355)
Tax benefit from gains on stock option exercise .............. — — 139 — — — 139

' Purchase of treasury stock OO — — — — — {1,990} (1,990)

" Retirement of treasury stocki ............................................. (4,480} {4) (39 — — 43 —

\ Common Stock 18SUed ... 33,797 54 676 — — — 730
Balance - December 31, 2005: ........................................... 11,221,899 $11,222 § 7888 $82,930 § (643) $(23.884) § 77,513

" Cumulative effect adjustment of prior — — — —

" year MISSIICMENTS .oovvvcvieiesieeeess i e 408 — 408
Net INCOME oo ettt — — — 12,716 — — 12,716
Dividends declared - $0.46 pcr share — — —  (3,948) — (3.948)
:Other comprehensive income, bnet of — — — —

tax expense of $227... LSRR — 421 421
Tax benefit from g {,dms on stock opnon EXEFCISE oo, — — 293 — — - 293
Purchase of treasury stock .. ‘ — — — — — (3,406) (3,406)
Retirement of treasury stock ‘ {4,671) (5) (41} — — 46 —
Common stock issued ............. 155,954 156 2,458 - — — 2,614
Adjustment to initially apply FAS 158 net of —

12X BENESIL covvoeereerreveee e — — — — (4,228) (4,228)
Balance - December 31, 2006 ..o 11,373,182 811,373 §10,598  $92,106 8 (4450) §(27.244) § 82,383
Consolidated Statements of Comprehensive Income

]
I For the Years Ended December 31,
2006 2008 2004
1 (dollars in thousands)
Net income ........ccoceoveeerine . et eatamteresneareR et eretre n et A e RS AL 1R eRee s R Aeres b aa b e s an R neHReEeamt et eesmeme s een e s es e e saner raen §$12,716  S$11,350  $9,345
Other comprehensive income: .
Unrealized investment gains'(losses), net of tax cxpense (benefit)
of $76, ($141) and ($70), respectively.... 140 (263) (129)
Change in unfunded pcnsmn‘habﬂny, net oflax expense (bencf'l)
of $151, ($50) and (518), respccmely ........................................................................................................... 281 (92) {33)
JCOMPIENENSIVE HCOME L.ouiviiiiii st 910137 810,995 9,183

| ;

. L. . .
The accompanying notes are an integral part of the consolidated financial statements.

1. | ‘.
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Notes to Consolidateleinancial Statements
|

P
| | [
1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

I H
Nature of Busmess : '

The Bryn Mawr Trust Company (the “Bank”) received its
Pennsylvania bankmg charter in 1889 and is a membér of the
Federal Reserve System In 1986, BrynlMawr Bank
Corporation (the:“Corporanon 7) was folrmed and on January 2,
1987, the Bank became a wholly- -owned subsidiary of the

‘Corporation. The Bank and Colrporanoh are headquartered in

Bryn Mawr, PA a western suburb of Philadelphia, PA. The
Corporation and its subsidiaries provide wealth management,
cominunity bankmg, residential ‘morigage lending, insurance

.and business bankmg services: to its customers through eight
- full service branches and seven rettrement community offices

throughout Montgomery Delalware and Chester counties. The
Corporation trades on the NASDAQ Global Market
(“NASD") under the symbol BMTC. II

The Corporation operates in a highly compentwe market area
_ that includes local national and I'ej,lOI;lal banks as compentors

along with savmgs banks, credlt upions, insurance companies,
trust compames registered |nvestment advisors and mutual
fund families. The Corporanon and i lts subsidiaries are
regulated by rrfany regulatory agencnes including the Securities
and Exchange Commission (“SEC ),INASD Federal Deposit
Insurance Corporation (“FDIC”), the thderal Reserve and the
Pennsylvania Pepartment of’ Bankln

. i .
Basis of Presentatlon |

The aecountmg policies of thc Corporanon conforrn with
accounting principles generally accepted in the United States
of America (“GAAP”) and predommate practice with the
banking mdustry Statements of the Flnanctal Accounting
Standards Board are noted in these statements by the
abbreviation ‘I‘FAS” l l

The Consolidated FlnanCLal Statements include the accounts of
the Corporatl;on and its wholly owned subsidiaries. The
Corporation’s consolidated ﬁnanc1al condition and results of
operations consist almost ennrely of the Bank’s financial
condition and results of operations. : 'AIl material inter-
company transactions and balances |have been eliminated.

In preparmg the Financial Statements management is required :
to make estlmates and assumptlonslthdt affect the reported
amounts of assets and liabilities, the disclosure of contingent
assets and liabilities at the date of the balance sheets, and the
reported amounts of revenues and expenses durmg the
reporting pelnod Actual results cmlxld differ from these
estimates,

| |

|
, , !
.

| .

|
]
J

i
h

Cash'and Cash Equi\;alen'ts

i Cash and cash equlvalents include cash and due from banks,
, federal funds sold; and mtere‘st-beannb y deposits with other
' banks with orlgtnal ntaturlne's of three months or less. Cash
balances required to meet regulatory reserve requirements of
! the Federal Reserve Board amounted to $2.143 million and

! 81, 175 million at December l3] 2006 and 2005, respectwely

! lnvestment Securltles ; l

22

i
Investment secunn_es ..which;are;held for indefinite periods of
time; which management intends to use as part of its
asset/ltablllty strategy or whlch may be sold in response’to
ehanges in interest rates, changes in prepayment risk, . - -
increases in capital requtren'tents or other similar factors are
classified as available for sale and are carried at fair value Net
unrealized gains and'losses for such securities, net of tax, are
requlred to be recogmzed asa separate component of .
shareholders’ equity ‘and ex‘cluded from determination of net
income. Gains or losses on disposition arc based on the et
proceeds and cost of the securmes sold, adjusted for
amortnzanon of [ premmms and accretion of discounts, using
the specrﬁc 1dem|ﬁcat10n method '

Loans Held for Sale E !

Mort;:,age loans ongmated and intended for sale in the |
secondary market are carried at the lower of cost or estimated
fair value in the aggregate' Net unrealized losses, if any, are
reeogmzed throu;,h a valuation allowance by charges (1]
income. C

Portfolio Loans'and Leases

The Corporation grants construcnon commercial, residential
mortgage and consumer loans to customers primarily in
Southeastern Pennsylvama and small ticket equipment leasing
to customers nationwide. ll—‘llthough the Corporation has a
diversified loan and Iease (*loans™) portfolio, its debtors _
ablhty to honor théir contraets is substannally dependent upon
the real estate and g,eneral economlc conditions of the region.

Loans that the Corporanon has the intent and ability to hold
for the foreseeable future or until maturity or pay-off
generally are reported at their outstanding principal balance
adjusted for charge- ~offs, lthe allowance for loan and lease
losses and any deferred fees or costs on originated loans and
leases. Interest income is accrued on the unpaid prmc1pal
balanee

l 1
Loan and lease ongman,on fees and loan and lease ongmatton
costs are deferred and. recogn:zed as an adjustment of the
related loan yield using the interest method. C




The accrual of interest on loans and leases is gencrally

d >contmued at the time the loan is 90 days delinquent unless
the credit is well secured and in lhe process of collection.
Loans and leases are placed on non accrual status or chdrg,cd-
offat an earlier date if collection 0fprmc1pal or interest is
considered doubtful. All interest accrucd but not collected for
1oahs that are placed on non- accrual status or charged-off is
reversed against interest income. The interest received on
lhese loans 1s applied to reduce the carrying value of the loan
or, Efprmcxpal is considered fully' collectible, recognized as
m“erest income until qualifying f(lJl‘ retuen to accrual status,
Loans are returned to accrual status when all the pringipal and
interest amounts contractually due are brought current and
future payments are reasonably assured

Allowance for Loan and Lease Lnsses

The allowance for loan and leasellosses (“allowance™) ts
esnbl]shed through a provision for loan and lease losses
( prov151on ") charged as an expcnse Loans and leases

(" ‘toans’ "} are charged against the allowancc when
Management believes that the collecublllty of principal is
unlikely. The allowance is maintained at a level that
'Mahagemem believes is sufficient to absorb estimated
probable credit losses. '

Management s determination of the adequacy of the allowance
is based on periodic evaluations of the loan portfolio and other
relcvant factors. However, this evaluation is inherently
subjectwe as it requires sgnnf'eant cstimates by Management,
ConSIderatmn isgiventoa vanety of factors in establishing
th:*se estimates including specific terms and conditions of
ko.u}s underwriting standards, delinquency statistics, industry
concentrauon overall exposure 10 a single customer, adequacy
of clollateral the dependence on collateral and results of
mternal loan review, including borrowers perceived financial
andlmanagement strengths, the amounts and timing of the
present value of future cash ﬂows and access to additional
funds The evaluation process also considers the impact of
CO[’I‘IpEIlt]Oﬂ current and expected economic conditions,
natlonal and international events, lthe regulatory and legislative
envnronmem and inherent risks in the loan portfolio. All of

the: se factors may be susceptible to significant change. To the
extent actual outcomes differ from Management cstimates, an
addmonal provision for loan losses may be required that might
adversely affect the Corporanon s results of operduons in
furure periods. In addition, vanous regulatory agencies, as an
mle‘gra] part of their examination process periodically review
the a]]owance Such agencies may require the Corporation to
rec ogmze additions to the a]Iowance based on their judgment
ofmformatlon available to them at the time of their
exammatlon.

Impaired Loans

A Idan is considered 1mpa1red when based on current
mio|rmat10n and events, it is probable that the Corporation will
be unable to collect the scheduled payments of principal or
interest when duc according to the contractual terms of the

i
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loan agreement. Factors considered by Management in
determining impairment include payment status, collateral
value, and the probability of collecting scheduled principal
and interest payments when due. Loans that experience
insignificant payment delays and payment shortfalls generally
are not classified as impaired. Management determines the
significance of payment delays and payment shortfalls on a
case-by-case basis, taking into consideration all of the
circumstances surrounding the loan and the borrower,
including the length of the delay, the reasons for the delay, the
borrower’s prior payment record, and the amount of the
shortfall in relation to the principal and interest owed.
Impairment is measured on a loan-by-loan basis for .
commercial and construction loans by either the present value
of expected future cash flows discounted at the loan’s
effective interest rate, the loan’s obtainable market price, or
the fair value of the collateral if the loan is collateral
dependent.

Other Real Estate Owned

Other real estate owned (“OREQ™) consists of assets that the
Corporation has acquired through foreclosure, by accepting a
deed in lieu of foreclosure, or by taking possession of assets
that were used as loan collateral. The Corporation reports [
OREO as a component of “Other Assets” on the balance sheet
at the lower of cost or estimated fair value less cost to sell,
adjusted periodically based on current appraisals.

Premises and Equipment

Premises and equipment are stated at cost less accumulated
depreciation. Depreciation and rent are recorded using the
straight-line method over the estimated useful lives of the
assets. Leasehold improvements are amortized over the
expected lease term or the estimated useful lives, whichever is
shorter.

Pension and Postretirement Benefit Plans

The Corporation has two defined benefit penston plans and
one postretirement benefit plan as discussed in Note 11 —
Pension and Postretirement Benefit Plans. The Corporation
follows the disclosure provisions of FAS No. 132R -
“Employer’s Disclosure About Pensions and Other
Postretirement Benefits” (“FAS 132R™). Net pension expense
consists of service cost, interest cost, return on plan assets,
amortization of prior service cost, amortization of transition
obligations and amortization of net actuarial gains and losses.
The Corporation accrues pension costs as incurred.

The Corporation adopted FAS No. 158 - “Employers’
Accounting for Defined Benefit Plans and Other Post
Retirement Plans” (“FAS 158”) on December 31, 2006. As a
result of this adoption, the Corporation recorded an additional
pension liability resulting in a reduction of accumulated other
comprehensive income in 2006,




Accountmg for Stock-Based Compensatlon

The Corporauon adopted FAS No 123R — “Share Based
Payments — Amendment of FASB No. 123 and APB No. 25"
(“FAS 123R“) effectwe January 1,2006. FAS 123R )
establlshes accounting for stock basecl awards exchanged for
employee services. Accordmgly, stock based compensatlon
cost is measured at the: grant date based on the fair value of
the award and is recognized as|an expense over the vesting’
period. The Corporatign prevrously applied Aecountmg
Prmcrptes Board (APB) Op1mon Neo. 23, “Accounting for -
Stock lssued to Employees and related interpretations and
provrded the required pro forma disclosures of FAS No. 123,
“Accour[mng for Stock-Based Compensatton” (FAS 123). |

Generally, the approach in FAS 123R to stock-based payment
accountmg is similar to FAS 123. However, FAS 123R
requires'all share- based payments including grants of stock
options,!be recognized as compensalton cost in the statement
|

ofi income at their fair value. The fair value of stock option;
grants IS determined usmg the Black Scholes pricing model.
The assumptlons necessary forthe calculation of the fair value
are expected life of optlons annual volatility of stock price,

risk free interest rate and annual dividend yield. Pro forma
disctosure for penods beginning after December 15,2005 is
not an alternative under FAS 123R.

The Corporation elected to adopt FAS 123R usmg the
modified prospeetwe application method in which
compensation cost rs recog,mzed beginning with the effective
date (a) based upon the requirements of FAS 123R for all
share-based payments granted after the effective-date, and
(b) based on the requtrements of FAS 123 for all awards
granted prior to the effectwe date of FAS 123R that remain
unvested on the effective date.

In June 2005, the Corporation accelerated the vesting of
83,916 out-of-the-m:oney options, issued to employees,
executive management and directors, which resulied in a
proforma after-tax expense of $280 thousand included in the
stock based compen‘sation cost in the table below. The purpose
of this transaction wlas to avoid the expense treatment of
FAS 123R.in 2006 and 2007.

Stock-based compensatton expense for 2006 and proforma
expense for 2005 and 2004 are shown in the table below:

For the Years Ended December 31,

2004

|

, i 2006 2005 | 1

: ! Using ' i |

' ' | Previous FAS 123R As As 'FAS 123 Proforma As FAS 123 Proforma
{dollars in !]housana’:) ! Accounting Effccts Reported Reported . Effects Accounting Reported Effects Accounting

I ! l ’ ! ’
Income before taxes.............. $19,464 $ (59) $ 19,405 | $17,278 $(2,135)| $15413 | $14,097 $ (144) $13,953
INCOME {AXES......rcccreriorrrscrrrt_(6,710) 21 (6,689 (5928 747 5181 | (4752) 50  (4,702)
Net incdme ................ bt 12,754 {38) 12,716 | 11,350 . (1,388) 9,962 9,345 (%4) 9,251
Basic earnings per share ........... 1.48 - 0.00 1.48 1.33 . (.16) .17 1.09  {0.02) 1.07
Diluted leammg,s per share.......l.. 147  (0.01) ' 146 1.31. 1 (.16) 1.15 1.07  {D. Ol) 1.06

See Note 14, Earnings Per Share, and Note 13, Siock Option Plan, in thése Consohdared Financial Strrremems Jor additional mfor mation
regarding equity based wmpensazmn and earnings per share, res per.nve!y

I
i
Earmngs Per Common Share

The Corporatlon fo]lows the prov1stons of FAS No. 128 -
“Eammgs Per Share” (“FAS 128™). Basic earnings per
common share excludes dilution and is computed by dividing
income avallable to common shareholders by the weighted-
average \common shares outstapdmg during this peried.
Diluted earnings per common share takes into account the
potenua'] dilution that could oclcur if stock options were
exercised and converted into common stock. Proceeds
assumed to have been reeelved on such exercise are assumed
to be used to purehase shares of the Corporation’s common
stock atithe average market prlce during the period, as '
requtred by the * treasury stock method” of accounting. The
effects of stock opuons are excluded from the computation of
diluted eamtngs per share in penods in which the effect would
be antldllutwe All weighted average shares, actual shares and
per share information in the ﬁnanmal statemnents have been
adjusted retroactively for the effect of stock dividends and
splits.

t
| - '

Income Taxes . .

Income taxes are accounted for under the asset and liability
method. Deferred tax assets and liabilities are recognized for
the future tax consequences attributable to differences between
the financial statement carrying amounts of existing assets and
liabilities and their respectwe tax bases and operating loss and
tax credit carry forwards. Deferred tax assets and liabilities are
measured usmg enacted tax rates expected to apply to taxable
income in the yearsun which those temporary drfferences are
expected to be recovered or settled. The effect on deferred tax
assets and Ilabtlmesf of a change in tax rates is recognized in
income in the periotli that includes the enactment date.

Revenue Recognition ,

. ) . ]
With the exception of non-accrual loans and leases, the
Corporation recognizes all sources of income on the accrual
basis.




e e

Mortgage Servicing

T he Corporation performs various servicing functions on loans
c.wned by others. A fee, usually based on a percentage of the
outstandmg principal balance of the loan, is received for these
services.

Mortgage servicing rights {MSRs) are recognized as separate
assets when rights are retained through the sale of financial
assets. Capitalized servicing rights are reported in other assets
and are amortized into non-interest income in proportion to,
and over the perioed of, the estimated future net servicing
income of the underlying financial assets.

Servicing assets are evaluated quarterly for impairment based
upon the fair value of the rights as compared to amortized
cost. Impairment is determined by stratifying rights by
predominant characteristics, such as interest rate and terms.
Fair value is determined based upon discounted cash flows
using market-based assumptions. Impairment is recognized on
the income statement to the extent the fair value is less than
the capitalized amount for the stratum. A valuation allowance
15 utilized to record temporary impairment in MSRs.
Temporary impairment s defined as impairment that is not
deemed permanent. Permanent impairment is recorded as a
reduction of the MSR and will not be reversed.

Statement of Cash Flows

The Corporation’s statement of cash flows details operating,
investing and financing activities during the reported periods.

Reclassifications

Certain prior year amounts have been reclassified to conform
to the current year presentation.

New Accounting Pronouncements
FAS 155

In February 2006, the FASB issued FAS No. 155 -
“Accounting for Certain Hybrid Financial Instruments” (“FAS
155). Among other things, this Statement permits fair value
remeasurement for certain hybrid financial instruments and
requires that entities evaluate whether beneficial interests
contain embedded derivatives or are derivatives in their
entirety.

This Statement 1s effective for all financial instruments
acquired or issued after the beginning of an entity’s first fiscal
year that begins after September 15, 2006. The Corporation
did not early adopt FAS 155, The Corporation has not yet
determined whether FAS 135 will have a material impact on
its consolidated financial statements in the future,

FAS 156

In March 2006, the FASB issued SFAS No. 156, “Accounting
for Servicing of Financial Assets” (“FAS 156™). FAS 156
requires an entity to recognize a servicing asset or servicing
liability each time it undertakes an obligation to service a
financial asset. FAS 156 also requires fair value measurement
of a servicing asset or liability upon initial recognition and
permits different methods to subsequently measure each class

of separately recognized servicing assets and servicing
liabilities. This Statement additionally permits under certain
circumstances a one-time reclassification of available-for-sale
securities to trading securities by entities with recognized
servicing rights, without calling into question the treatment of
other available-for-sale securities under FAS 115,

This Statement becomes effective at the beginning of the first
fiscal year that begins after September 15, 2006. The
Corporation did not early adopt SFAS 156. The Corporation
has determined that FAS 156 will not have a material impact
on its consolidated financial statements upon adoption.

FIN 48

In June 2006, the FASB issued Financial Interpretation No. 48
(“FIN 48”), “Accounting for Uncertainty in Income Taxes- an
interpretation of FASB Statement No. 109.” FIN 48 provides
guidance on financial statement recognition and measurement
of a tax position taken or expected to be taken in a tax return,
The Corporation is not required to adopt FIN 48 until fiscal
year 2007. The Corporation does not expect that the adoption
of FIN 48 will have a material impact on its financial
condition or operations.

FAS 157

In September 2006, the FASB issued FAS No. 157 — “Fair
Value Measurements™ (“FAS 1577). FAS 157 establishes a
single authoritative definition of fair value, sets out a
framework for measuring fair value, and requires additional
disclosures about fair-value measurements. The Statement
applies only to fair-value measurements that are already
required or permitted by other accounting standards.

FAS 157 is effective for fair-value measures already required
or permitted by other standards for financial statements issued
for fiscal years beginning after November 15, 2007 and
interim periods within those fiscal years. The Corporation did
not early adopt FAS 157 and has not yet determined whether
this Statement will have a material impact on its consolidated
financial statements upon adoption.

FAS 158

FAS 158 requires employers to recognize on their balance
sheets the funded status of pension and other postretirement
benefit plans as of December 31, 2006. FAS 158 also requires
fiscal-year-end measurements of plan assets and benefit
obligations, eliminating the use of earlier measurement dates
currently permissibte, The new measurement date requirement
is effective for fiscal years ending after December 13, 2008.
The Corporation adopted FAS 158 effective on December 31,
2006. As a result of the adoption, the Corporation recorded an
additional pension liability resulting in the reduction of
accumulated other comprehensive income as discussed in
Note 11 — Pension and Post Retirement Benefit Plans.

FAS 159

In February 2007 the FASB issued FAS No., 159 — “The Fair
Value Option for Financial Assets and Liabilities — Including
an Amendment of FASB Statement No. 1157 (“FAS 1597).




branchilocanon to an independent third party in
February 2007, ' |

Future mmrmum cash rent COmmlthnlS under various
operatmg leases as of. December 31, 2006 are as follows:

(doflars m !housands) l1

2007 oo, $ 891
2008 .o — et 1950
2009 oo S e 884
2010 i ) eeeeeeeeeeeeee e resenes . 891
1010 S e veereseseegeneeseeseeneeeseessensesseeseenees 891
Thereafter S R 3 17 418

Rent expense for the lyears ended December 31, 2006, 2005
and 2004 amounted to $905 thousand $769 thousand and
$723 thousand respectrvely

|
a. MORTGAGE SERVIC[NG L

The followmg summanzes the Corporation’s-activity related
to MSRs for the years ended December 31, 2006 and 2005:

{dotlars in Ihuusands) 2006 2005

Balance, JAnUary 1 ...............ooorresoesiessssnnn $ 2982 $ 3,172
Additions .......... ; 263 416
Amortization ... (348) (606)
Impairment - | .............. {14) —
Balance, December 31 £n oo § 2,883 S 2,982
Fair Valug .ov.vvroeeeevoveniaeoreseeoe S S 4,289 S 4843
Loans serviced for othets.. ll . . $382,141  $ 417640

The followmg summzlnzes the Corporatmn s activity related

to changes in the lmpatrment valuation allowance of MSRS for

the years ended December 312006 and 2005:
H l !

: 2006 2005
Balance, January 1 ..bo..ooooooerneseeonn, $ — §$'—
IMPaIrment .......ccooeciiivei (14) .42
Recovetry .................. s (42)
Balancrlz December 31 ...... LSRN $ a4 $ (14) $i—

At December 31, 2006, key ec'onomrc assumptions and the
sensmv‘tty of the current fair \ialue of MSRs to immediate'10
and 20 percent advcrse changes in those assumptions are as

follows: | o

Fair value amount of MSRS cvrvereeecerrereenserreressronns $4,289
Weighted average lifé (in years) ettt 6.6
Prepayment speeds (constant prepayment rate)®...... 11.6%
Impact on fair value: '
10% adverse change {180)
20% adverse change .. (349)
Discount rate ............ b, O N 11.0%
Impact on fair value: b
10% adverse change e, (118)
20% adverse change ..... T (239)

|
* Represems the werghrea’ average prepayment rate for the
life of the MSR asset. I

| J' '

1 !
These assumptlons and sensitivities are hypothétical and . -
should be.used w1th caution. As the figures indicate, changes -
in fair value based bn a.10% variation in assumbtlons
generally cannot be extrapolated because the relat1onsh1p of
the change 1n assumptrons 10 the change in fair value may not’
be linear. Also theleffect of a variation in a parttcular T
assumption On the fair valie of the MSRs is calculated wrthout
changrng an)r/ othleri a;sumptron In realty, changes inone
factor may result in changes in another, which could magmfy

1

or counteract the sensmvmes :

7. DEPOSITS o !

Following is'a sulnlnary of deposits as of December 31, l
{dollars in thuu;ands) 2066 - - 2005
Savings .....:....... 3 ......... e e $ 40)441 S 46 238
NOW accounts ..... l ............ SSUUPOOORRR 143.742° 1543 l9
Market rate accounts .............................. 111338 1123 l9
Time deposrts (less than $100,000) ........ goi110 67, 541
Time deposits, $100 000 of more ........ 1204336 - B2, 781
Wholesale depos:lts...*..f ............................ 19,976 5 000
Total interest- bea4rmg deposits ... 515,943 4682 |l 8
Non-interest- bearrng deposrts ................ 198l546 168,042
Total deposrts bl SO $714,489 'S636,2I60

The aggregate amount of deposit overdraﬂs mcluded as loanl,
as of December 31 l2006 and 2005 weré $473 thousand and
$1.870 mtlhon respectwely

',

Maturity of t_tme deposits as of December 31, 2006 were as' |

follows: 1 ‘ _ |
1 -

s $100,000

Less than
(dollars in thousands) | or more SIU0,0dO
Maturing dufing: | . b
2007 .......... R et $118:470 $ 73,900
2008 e 1521 4,556
2009 .......... SRR NI o 1,219
2010 L 235 237
2011 Frvven bk s, l— .= 45
2012 and Thereafter ...........ooueeeeerrennnne — 153
Total vk lred e $120,336: $ 80,110

i

i
8. BORROWED FUNDS

The year end borrlolvvmg of $15 million is a m1d term advancl,
with an original matunty of six months. This advance is prrccd
at one month LIBOR plus six basis points wrth the rate
resetting monthly

’ 2006

(dollars in Ihousands) | 2005 2004 |
Average balance durmg the year ... $19,442 § 1,700° $ 849
Year end balance 15,000 f— —IL
Highest rnonth end’ balance 46,300 12,385 13,100
Weighted- average 1nterest rate : o

during the year ...... . SERT— 536%  335%  1.18%
Weighted- avera;:e 1ntercst rate at

yearend ...l 5.41% — —




9.  DISCLOSURE ABOUT FAIR VALUE OF FINANCIAL
INSTRUMENTS !

SF.A’S No. 107 — “Disclosures abo‘ul Fair Value of Financial

Instruments” (“FAS 107") require's disclosure of the fair value
mformanon about financial mstruments whether or not
recogmzed in the balance sheet, for which it is practicable to
cstlmate such value. In cases whef"e quoted market prices are
not avaﬂab]e fair values are based on estimates using present
va!ue or other market value techmques Those techniques are
s:gmﬁcantly affected by the assumpnons used, including the
dlscount rate and estimates of fumre cash flows. In that regard
the derwed fair value estimates Cannot be substantiated by
companson to independent markets and, in many cases, could
not be realized in immediate seﬂiemem of the instrument.
FAS 107 excludes certain ﬁnancral instruments and all non-
ﬁnancnal instruments from its dlsclosure requirements.
Acc'ordmgly, the aggregate fair value amounts presented do
not represent the underlying value of the Corporation.

The, following methods and assumptions were used to estimate
the fair value of each class of financial instruments for which
it is|practicable to estimate that value:

Cash and Cash Equivalents

The carrying amounts reported in the balance sheet for cash
and cash equivalents approximate their fair values.

lm'lestment Securities '

E<t1mated fair values for investment securities arc based on
quoted market price, where available,

Loans and Leases

Foryvariable rate loans that reprice frequently and which have
no sngmﬁcant change in credit risk, estimated fair values are
based on carrying values. Fair values of certain mortgage
loans and consumner loans are estlmated using discounted cash
flow analyses, using interest rates currently being offered for
loahs with similar terms to borrowers of similar credit quality.
The estimated fair value of nonperformmg loans is based on
dlscounted estimated cash flows as determined by the internal
Ioan review of the Bank or the appralsed market value of the
unqer]ylng collateral, as determined by independent third

pztr‘ty Iappraisers.
Other Assets d

The carrying amount of accrued interest receivable and other
investments approximates fair value.

Depo'sits ;
The estimated fair values dle]OSCd for noninterest-bearing
dvmand deposits, NOW account§ and Market Rate accounts
a:e by definition, equal to the amounts payable on demand at
the’ reporting date (i.e., their carrymg amounts). Fair values for
ce ruﬁcates of deposit are estlmated using a discounted cash
ﬂow calculation that applies mterest rates currently being
offered on certificates to a schedule of expected monthly
rmtunnes on the certificate of deposrt FAS 107 defines the
ﬁur value of demand deposits asithe amount payable on

i 4
i | . R .

demand and prohibits adjusting estimated fair value from any
value derived from retaining those deposits for an expected
future period of time.

Borrowed Funds

Due to the short term nature of the maturities the carrying
amount of the borrowings approximates the fair value. There
were $15 million in borrowed funds at December 31, 2006 and
no borrowed funds as of December 31, 2005.

Other Liabilities

The carrying amounts of accrued interest payable, accrued
taxes payable and other accrued payables approximates fair
value.

Off-Balance Sheet Instruments

Estimated fair values of the Corporation’s off-balance sheet
instruments (standby letiers of credit and loan commitments)
are based on fees and rates currently charged to enter into
similar loan agreements, taking into account the remaining
terms of the agreements and the counterparties’ credit
standing. Since fees and rates charged for off-balance sheet
items are at market levels when set, there is no material
difference between the stated amount and estimated fair values
of off-balance sheet instruments.

The carrying amount and estimated fair value of the
Corporation’s financial instruments as of December 31 are
as follows:

2006 2008
Carrying Estimated Carrying Estimated
fdotlurs in thousands) Amount  Fair Volue  Amount _ Fair Value

Financial assets:

Cash and due from banks ..

Interest-beanng deposits
with other banks ............. 532 532 405 . 405

Federal funds sold ............. — —

$ 61,473 $ 61,473 S 33,896 § 33,896

32,341 32,341
Investment securitics ......... 48,232 48,232 33,397 33,397
Mortgage servicing rights . 2,883 4,289. 2982 4,843
Loans held for sale ............ 3,726 3,726 2,765 2,765
Other assets ..ooveevveerienienne 8.635 8,635 4,859 4,859
Net 10ans ..ocovecvivieninieee 673,169 669,042 587,763 580,370
Total financial assets ......... $798.650 $795.929 $698.408 $692,876
Financial liabilities:
Deposits .vvvivieviinreeiiiinns $714,489 $713,616 $636,260 $635,443
Borrowed funds ... 15,000 15,000 — —
Other liabilities 4,572 4,572 3951 3,951

Total financial labilities ...

Off-balance sheet
INSIUMEnts .......cc.ocveeeen. $325,995 $325,995 $328,009 $328,069

$734,064 $733,188 5640211 3639,394




10. THRIFT AND SAVINGS PUAN (“THRIFT. PLAN™)

The Colrporatron has E!l quahﬁdd defined contribution plan for
all eligible employeesi under wh1ch the Corporatton
contnbhtes $1.00 for each $t. 00 that an employee contributes
uptoa maxlmum 'of 3 00% ofithe employee s base salary.! {The

: Corporatron $ expenses for the Thrift Plan were $362
thousand $339 thousand and $347 thousand in 2006, 2005
and 2004 respecttvely .

t 4
11. PENSION AND POSTRETIREMENT BE\EFIT PLANS t

The Corporanon has dvo deﬁnled benef‘ t pEI!lSlOn plans, the
qualtﬁerd defined beneﬁt plan (“lQDBP”) whteh covers.all l
employees over age 20 1.2 who meet certain service

requirements and the non quahf‘ éd defined beneﬁt pensron

plan (“SiERP“) whrch is restncted to certain ‘executive officers
l

© that FAS, No! 158,w11] not affect a bank orgamzauon s

lr |
1

|

Lo !
i

of the Corporatlon The Corporation also has a postretirement -
benefit plan (“PRBP”) that covers certain retlred employees

and a group of current employees. The PRBP was closed to

new parttc1pants in 1994 ' o o {

The Corporatton adopted FAS 158 on December 31, 2006. As
a result ofits adoptlon the Corporation recorded addmonal
pension liabilities of S6 5 million, deferred taxes of

$23 mtllton and a reduction of accumulated other
comprehenswe mcdme (shareholder’s equity) of $4.2 million
effective Declemberi 3] 1 2006 l
This reductld‘n in shareholder s equlty does not have an impact
on regulatory capttal as Federal bank and thrift regulatory )

agencies, announced an.interim decision in December 2006

b
o
i ,; I

regulatory;capttal in 2006 Sce Note 20 — Regulatory Caprtal
Requ1renllents for more ‘information. !

i

I . (o | v t X o ! J
o , — T l i
The following table provrdes 1nfonnatton with respect to these plans mcludlng benet' t obllgatrons and funded status .jnet periodic
penswn[costs plan assets, cash flows, amortization mfonnauon and other accounting ttems g
Actuarial Assumpnons Used|i in the Tables Below: l : l '
1 . bl l | qoer . ! ] i PRBP
: Tl T 2005 I 2006 . 2005 2006 | 2005 _{
) ' *
Used to determine benefit , ‘ , | ! !
obhgatlons as of December 3, f . T ] | . } _ |
D1scount rate o - 5.75% 5. 75"/ 15.75% 5.75% 575% ., -5.75%
Rate of increase for future | . ' l ) |
compensauon SO ST U UP PP OP PP ! 4.00% 4.QQ% 4.00% 4.00% 4.00% 4.00%
Used o ldetenmne perlodtc ? i ! ‘ I ‘ i
benef't cost for the years ! ' ‘ | ' l !
ended Deeember 31: l ' : ' :
Dlscount rate ...l sererr ! 5.75“& 6.0_0%;. IS‘.’!S% 6.00% 5.75% 6.00°%
Rate of increase for‘ future , " . ll oo }
compensauon ..................... et I 4.00% 4. OOA:L[ 4.00% 4.00% 4.00% 4.00%
Expected long-term rate of | . : l ‘ b l
return on ptantasséts ........ ;-]: ...................................... I 850% 8. 50% N/A ! N/A N/A, TN/A
Assumed health care cost - l f I ]J ‘ L : | B
. trend. rates as of December 3l X ! i ey | i
. Cost trend rate assumed forl ‘ : ] l :
next VEAL <o e, N/A N/A N/A s N/A 10.00% 11.00%
Rate tlo which the cost trend | T | ; l . .
rate(is assumed to'decline |.i........cooooveeerooreccerror. N/A N/A! ‘N/A! N/A 0.00% 0.00%
Year that the rate rehches thet ' | l ‘ i
g S —— L NA N/A N/A NA 2007 2006

I

P




Changes in Benefit Obligations and Plan Assets:

QDBP SERP PRBP
{dollars in thousands) 2006 2005 2006 2005 2006 ' 2005
Change in benefit obligation
.Benefit obligation at January | TR PUUORORO $28748 $26,348  $ 2,012  § 2058 § 2448 § 3,152
Service cost ....oovreennee. O RO 1,155 1,123 36 44 12 . 12
FILEEESE COSE 1vvvviivveirieireveesierersnesenseseresessseninsaansaeareecaennnee 1,591 1,538 99 112 108 143
AMERAIMENTS ©oovvvivii e e e — — — — — (860)
Actuarial (£ain) 1088 ......ooerviviiiis e (498) 642 (229 {(70) (499) 218
Beneftts paid ... (1,005} {903) (130) (131) (188) {217)
Benefit obligation at December 31 .....covivinvinnin $29991 $28.748 % 1,788 5 2012 § 1,881 3§ 2448
Change in plan assets
Fair value of plan assets at January 1 .....cooooeieiccicnnns $26,726 525839 § — § — § — § —
 Actual return on plan assets ..o 2,800 502 — — —
Employer contribution ...l 2,100 939 130 131 188 217
Plan participants’ conmbuuon ........................................ — — — — — —
Benefits paid ................... ORI (1,005) (903) (130) (131 (188) (217)
Administrative EXPense .......ccoocvevrieninneeciine e e (50) — — — —
Fair value of plan assets at December 31 ......cccoocovvvrnn. $30,621 $26727 § — § — & — § —
Funded status at vear end !
{plan assets less benefit ﬂbllgatlon) ................................ $ 630 $(2,021) S$(1,788) S$(2,012) $(1,881) 35(2.448)
Reconciliation of funded status.
A reconciliation of the funde;d status at the end of the measurement period to the net amounts recognized in the consolidated
balance sheet as of December 31 as follows:
QDBP SERP PRBP
{doilars in thousands) 2006 2005 2006 2005 2006 2005
Funded status at December 31 ....ccoeiiiiiiiicciinnrirens $ 630  $(2,021) S$(1,788) $(2.,012) $(1.881) $(2,448)
Unrecognized net acluarlal {gain) loss ..., NIA 7,226 N/A 384 N/A 1,747
Unrecognized prior SCTVICE COSL wvvvrrvreereeereereeeeeee N/A 195 N/A 174 N/A (742)
Unrecognized transition thganon (asset) .o, N/A — — N/A N/A 181
Net assets (liabilities) included in the
consolidated balance sheet ..........ccocoooveeiiiiiininnee $ 630 § 5400 $(1,788) §(1,454) §(L.881) §(1,262)
1
Amounts included in the corrlsolidatcd
“balance sheet as other assets (liabilities) &
accumulated other comprehensive income
including the following:
~ Prepaid benefit cost/(accrued liability) .ocoeereeieeiceeee $ 6,408 § 5400 $(1,744) S (2,0000 $(1,197) $(1,262)
Intangible asset ............. Do e eeere e erermeeseeereonen — — — 174 — —
Accumulated other Lomprchenswe 111 100] 1 - (5,778) — (44) 372 (684) —
Net amount recognized ... ettt er e $ 630 5 5400 §$(1,788) §(1.454) S(1,881) §(1.262)

31
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The fol]owmg tables prowde the components of net periodic
pension costs for the § years ended December 3112006, 2005
and 2004 -

_ q
QDBP Net Penodlc Penslon Cost

e e ———— -

(dollars in Ihoumnds) 2006 2005 2004
Semcecostl Los 1188 s 1,123 8 1,083
Interest costf ' .' 1,591 1,538 1,455

Expected retum on plan assets (2,223) (2,153) {1 ,937)

Amortlzatlon of transition i I
obligation (asset) SRS —_ = 81,
Amomzatton of prior servrt:el cost .. o s 81 —
Amortization of net actuariall \ . t
(22i0) 1088 b b, 488 350 2531
Net periedic pension cost ...‘i ' i$ 1,092 § . 939 § 935 |
SERP Net Permdtc Pcnsmn'Cost ' '
(dollars in lhousands) 2006 12005 2004 !
SEIVICE COSE buvvvrrrrorroon 5..; Lils 365t as s s

Interest cost ...

Expected retum on plan assets 1
Amortization 'of transition

S 59 12 118

Interest cost .. | ‘

Expected rerum on plan asscts
Amortization oftransmon . !

obligation (assel) ST S I 26 © 25 26
Amortization (I)f priof service cost .: (137) (137) —_
Amortization of net actuarial

(gam)loss..f...r......................._‘......'...... 126 203 185
135 § 246 § 420

e !.

|
obligation (asset) '=! ' — — 49

Amortization of prior service cost .......} 49 49 —

Amortization lctfnet actuarial l ! \ ‘
(gain) loss .1... ! — 123 32
Net periodic pension cost il $ 184 § 228 § 250 i
1
PRBP Net Perlodlc Pension Cost !
(dollars in thousands) . Sl ] 2006 2005 2004
Service cost e, I $ 128 128 21!
|

il o108 143 188

T T ;
Net pertodic pension cost S S £

L}

Adoption of FAS 158 |

The following tables reflect mformatton relative to the |
adoption of FAS 158: 1 |t , i -
l;eeember k3T ' } December 31,
t 2006 2006 !
Prlor to FAS 158 Post
l Adopllon of Adoption Adoption ’
{dollars in !housonds) 'FAS 158 | ' Adjustment ° of FAS 158 :
QDBP prepald expensc e 3 [ 6 408 $ (5,778).% 630 :
SERP llablllty .................. (1, 744) (44) (1,788) -
PRBP liability . (1,197) (684) (1,881) |
Accumulated other } '
comprehensrvle income
(loss), net of taxes .......... (222) (4,228) (4,450)
Deferred taxes ............. (1,315 2277 962

i
l
|

: ‘ l”
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1Estlmated amoums that wdl be. amomzed from accumulated
other compreher}swe income over the next fiscal year

‘I(dollars in .rhoulmnds) i QDBP SERP | PRBP
‘Expected 2007 am‘omzatmn of l
t transition obltgatlon ’ ! 5 — 3 —: $ 26
Expectcd 2007 amomzatton of ;

¢ prior service cpst * ...... T 81 48 (138)
Expected 2007 amomzalton of !
| netloss ..... | ....... ﬁ ........ 1 ST — — —
. il i
Plan Assets: ' i ‘ Percentage of
' . | \ QDBP Plan
! I ! ! _ Assets at’
| R | é Target Asset December 31
} VR i : Allocation 20061 2005
Asset Category | - ;

Equity Securities !l 40% - 60% 6% 61%
! Debt Securities . ek 25%-40%  29% 1%
i Real Estate .. i 5% 15% 0% 0%
'Qther . 5% - 15% 4% 8%
| Total . 100% " 100%

]
*  Includes Bryn Mawr Bank Corporation common stock in rhe amount of
3721,000 (2%) and 366! 000, ,(2%8) at December 31, 2006 and 2003,
respectively. l‘ | \ l |

The expected rateﬁof retum on plan assets in the QDBP was
selected by Management after consultation with the i_
Corporatron s actuary, 'and is based in part on long term
h1storlcal rates of return and various actuarial assumptlons
The discount rate was also selected by Management after :
consultatton thh the Corporatmn $ actuary, and is based m
plart upon the current yield of a basket of long term investment
grade secuntles *

|
The mvestment strategy of the QDBP is to maintain the

mvestment ranges Jisted }:tbove The target ranges are to be
penodlcally rev1ewed based on the prevailing market
conditions. Any modifi catlon to the current investment
st'rategy must be rattf ed by the Executive Committee’ of the
Corporatton $ Board of Dtreetors The QDBP will retam
approx1mately 2.50% of Bryn Mawr Bank Corporation
common stock.! | 1] . '

Cash Flows % I : I " ‘

The followmg beneﬁt payments which reflect expect}ed future
semces are expected to be’ pald over the next ten years

(dm'lar.r in !hou.tands ) } l

QDBP SERP PRBP
Fiscal yearending || !
2007 T $ 130 1S 235
2008 135 l 230
2009 135 224
2010 135 209
2011 134 200
2012-2016 $ 751 $ 740

e ——




Oth‘er Pension and Post Retirerdent Benefit Information

In 7005 the Corporation capped the maximum payment under
the post retirement benefit plan atlI20% of the 2005 benefit.
Thz'current trend of 10% will ach1|eve the cap in two years.
Long term the impact of the cap will have an immaterial
impact on the change in the tre'nd.l

Expected Contribution to be Paid in the Next Fiscal Year

Ba:ed on the status of the Corpordtlon s QDBP at
December 31, 2006 no minimum funding requirement is
anlrcrpated for 2007. The 2007 expected contribution for the
SERP is $132 thousand. .

12. [APPLICABLE INCOME TAXES

The{components of the net deferred tax asset (liabilities) as of
December 31 are as follows:

fdollars in thousands)

Deferred tax assets:
L'oan and lease 10ss reserve ........ooevvvennnn

2006 2005

$ 2,843 § 2,591

Other TESETVES .......... 379 293

Pensron SERP and PRBP 928 1,125

FAS 158 pension adjustments SR 2277 —

Unrealized depreciation on 1

‘investment SECUTItI€S ........ccolveiciierienns 140 216

! Total deferred tax assets .........cco...... 6,567 4225
Defirred tax liabilities:

- Depreciation ... tereeionnens (146)  (268)
Other reserves .......c.cooncnonbiencnnenes — (314)
Cumulatlve effect of prior year

mlsstatements (SAB 108) R {223) —

P.ensmn QDBP...oovoeireierimeeeee e
Originated mortgage

(2,243) (1,890)

’servicing TGRS o 112009)' {1,044)
Total deferred tax habnhty ................ 3,621y (3,516)

Total net deferred tax assets ..................... $2946 3 709

Theie was no valuation aliowance as of December 31, 2006
and 2005 as management believes that it is more lrkely than
not that the net deferred tax asset will be realized.

Th&provnsmn for income taxes consists of the following:

(do.’lrlzrs in thousands) 2006 2005 2004

Cun%ently payable e 37,185 $6,449  $4,714

S —— (496) (521) 38
Total oo 36,689 $5,928  §4,752

Applicable income taxes differed from the amount derived by
applying the statutory federal tax rate to income as follows:

(do!h‘rrsin thousands) 2006 2005 2004
Corr:lpuled tax expense at statutory
federal rate .oovvcvvvcviviiciceienn. 36,792 36,047 54,934
Taxlexempt income ..... (266) (187) (140)

Otht.:r, 14 =1 U 163 68 (42)
$6,689 35928 §4,752

I -
Total income tax expense .............

13. SToCK OPTION PLAN:

The Corporation’s Stock Option Plan (the “SOP™) permits the
issuance of options by the Board’s Compensation Committee
to key employees and Directors to purchase shares of the
Corporation’s common stock. The option price is set at the'last
sale price for the stock on the day preceding the date of the
grant. Options may either be “incentive stock options” within
the meaning of the Internal Revenue Service Code or non-
qualified options. The stock options are exercisable over a
period determined by the Compensation Committee; however,
the option period will not be longer than ten years from the
date of the grant. The Compensation Committee determines
the vesting period for the options. Unless the Compensation
Committee provides to the contrary, at the time the options are
granted, options vest at the rate of 33-1/3% per year. Shares
subject to the SOP are currently authorized but unissued
shares or treasury shares.

Weighted

Shares Available Price Aserage
Under for Per Exercise
(dotlars in thousands} Option Option Share Price
Balance at
January 1, 2004 ... 594,384 16512  § 4.34-821.68 S 14.69
Options authonized.. — 431,142 — —
Options granted ... 138,750  (138,750) $20.47-%22.68  20.51
Options exercised ... (37,350) —  S10.50-%1846  13.11
Options expired ....... (5,002) 5002  $1515-31832 1832
Options forfeited...... (37.998) 37,998  S14.49-3%1832 1776
Balance at
December 31,2004 ... 652,78¢ 351,905 § 434-522.68 S 1466
Options granted ...... 342,175 (342,175)  S18.91-%21.21 19.97
Options exercised ... (49317) —  $12.25-%18.91 13.09
Options expired ....... (3.334) 3334 SI15.45-%1832 1750
Options forfeited...... (8,000) 8,000 515.15-%$20.47  19.02
Balance at
December 31,2005 ... 934,308 21,064 5 6.25-322.68 $ 17.44
Options granted ...... 11.375 (11,375) $21.74-%$23.67 2289
Options exercised ...  (151.283) — §625-8%21.21 16.59
Options expired ....... (4.500) 4,500 $21.21-%21.68 2131
Options forfeited...... — — — —
Balance at
December 31, 2006 ... 789,900 14,189 § 8.45-821.67 § 17.66

Information pertaining to options outstanding at December 31,
2006 is as follows: '

Price Range of Shares Under Option at

December 31, 2006
Weighted
Average  Welghted Weighted
Shares Price Remaining  Average Average
Under Per Contractual Exercise  Number  Exercise

Exercisable  Price

51,200 $10.07

{dollars in thousands) _Qption Share Life Price
51,200 § 8.45-510.75 2.7 $10.07

157,700 $12.25-%15.15 3.1 13.31 157,700 | 13.31
323,200 $16.25 - 31891 7.2 18.34 323,200 18.34
257,800 $19.11 - $23.67 8.4 20.98 246,425 20.89
Balance at
December 31,
2006 ... 789,900 § 8.45-$23.67 6.3 §17.66 778,525 §17.58
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Shares iexercisablc and weighted average exercrse price atl
December 31, 2006 2005 and 2004 '

" 2005

i | 2006 2004
Shares exercisable ............. l778,525 9'00,974 412,479
Weighted average @ = | ,

exercise price.......... evererens t $17 58 $17.42 $13.58
i

Expected dividend yield is determmed based on the |
company s annual dividend amount as a percentage of the
average stock price at the time of the grant. Expected volattltty
of the Corporation’s stock 18 determmed based on the l’llStOl’lC i
volatlllty of the company 's stock price. The risk free interest |
rate is c|letermmed based on a yteld curve of the U.S. Treasury .
rates ranging from one month to ten years and-a period g

The fair value of ¢ach option granted is estimated on the date. |
of the grant using the Black-Scholes optlon pricing model wrth

the followmg wetghtcd-average assumptions used for grants in
2006, 2005 and 2004 as follows:

! 20046 2005 2004
Expected d|\ idend ytcld ....... 1.94% - 2.03%  2.07%  1.76%
Expected volatility of .

Corporations” Stock [, 23.56-24.61%  20.5% 21.1%
Risk-free interest rate ........... 5.00% 450%  3.90%
Expected life in years et 6.0-6.8 - 6 6
Weighted average fair - !

value ofopltons g,ranted or $6.45 $4.41 $4.61

Stock apprecratton rtghts may be granted in tandem with nori-
qualified stock optioris. No stock appreciation nghts have been

commensurate with thc expected life of the option. granted undér the SOP 1
B | — | ‘
The following table provrdes information about options outstanding for the twelvc months ended December 31, 2006', 2005
and 2004: } ' |
i n 2006 2005 - 2004
) ! l Weighted = Weighted Weighted' = Weighted Weighted Weighted
I | | Average Average Average "Average A\'erfage A\'erag(':
i . i Exercise  Grant Date Exercise Grant Date Exercise  Grant Date
) Shares Price  + Fair Value Shares Price Fair Value Shares Price Fair Valie
~ Options outstanding, bcgtnnmg R ' ' ' . !
of penod ....................................................... 934,308 S17.44 33.74 652,784  515.80 $3.31 594384  314.69 5299
Granted . 11,375 22.89 6.44 342,175 19.97 441 138,750 2051 4.61
Forfeited‘ ..... — -, — (8.000) 19.77 4.42 (37.998) 17.76 376 )
Expired Lo i 4,500y 21.31 4,84 (3.334) . 17.50 3.66 (5.002y 1832 3n |
Exermsed S YA (151,283) 1659 - 3.54 (49.317) 13.09 2.65 _ (37,350 _ 13.39 2.62
Options outstandmg end of pcnod ................ 789,900 $17.66 $3.81 934308 S1744 3 652,784  315.80 $3.31

i '

The following table p_rovrdes lnformation about unvested option§ for the twelve months endcd December 31, 2006, 2005 and 2004:

] o ' |

, i _ : - 2006 . 2005 2004
! ‘ ; Weighted Weighted ' Weighted
! : ! l Average Average ] Average:
' N Grant Date Grant Date l Grant Date
‘ ! [ .  Shares. Fair Value . Shares Fair Value Shares Fair Value
Unvested options, beginning ofiperiod .......c.ccooeiiieienn. 33,334 $3.99 246,753 $4.29 257,701 $£3.70
Granted ....ooooooveincendonne 11,375 6.44. 342 175 4.41 138,750 4.61
Vested :'l ....................................... C(33.339) 398 . (550 594) 4.39 (110,701) 3.49
Forfeited ... oo ST ! - — . |1 (5000) 442 (38997)  3.76
Unvested options, end of pcr1od ..................................... 11,375 $6.44, ]i 33, 334 $3.98 246, 753 $4.29
Proceeds, related tax benef’ ts realized from options exerelqed and intrinsic value 'of opttons 'exercised were as follows
i i .
{doliars in rhourandr) i . 2006 2005 l 2004
Proceeds from strike prtce of value of options exercised ..o $2,511 : 3643 ! $500
Related tax benefit rccogm?cd l 293 139 : 107
Proceeds of options exercrﬂed ................................................................................ , 2,804 782 ! 607
....................................................................... S . 838 $397 $305

lntnnsrc value of Opllolns exercrsed

The followmg table provides tnformatton about options outstandmg and exercrsablc optlons at December 31, 2006, 2005 and 200

1
l
b

' ! | . 2006 ' 2005 © 2004
ool . | ! Options Exercisable Options Exercisahle ~ Oprions’ Exercisable
: ' i Qutstanding Options_- Outstanding Options Qutstanding Optionsl
Number crre e ettt es 789,900 778,525 934,308 900,974 652,784 403,031
Weighted average exercise pric'e ..................................... . §17.66 $17.58 Sl'f 44 $17.42 $15.80 $13.61
Aggregate intrinsic value .c.....hoccv 4,723,408 4,714,695 | 3, 943 449 3,822,955 | 4,153,014 3,519,841
Weighted average contractual term s 6.3 63 | l 6.9 6.9 6.5 5.2

The unllmorttzed stock based compensatton expense at December 31,2006 s $68 344 vtlhtch will be recognized over the next

35 months : ' : ; i

N
: 34
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14 EARNINGS PER SHARE

16. OTHER OPERATING EXPENSE

‘Earnings Per Share

Thc calculation of basic eamlrJlgs per share and diluted
eammgs per share is presented below. All weighted average
Shares actual shares and per share information in the financial
statements have been adjusted retroactively for the effect of
stock dividends and splits. Seé Note 1 — Summary of

Slgmf’ icant Accounting PO]ICICS Eammgs Per Common Share
for a discussion on the calculation of earnings per share.

(doflars in thousands,

[ Ycear Ended December 31,
‘except per share data) ! 2006 2005 2004

: _ i
1Numerator - Net income available to

Components of other operating expense for the years ended
December 31 include:

fdotlary in thousands) 20046 2005 2004
Computer processing .........cc...... $ 450 § 463 '§ 531
Stationery & supplies ............... 221 295 336
Other taxes (shares, sales & use) 463 622 466
Telephone ..o, 281 302 284
Loan processing and closing ...... 435 489 799
Temporary help & recruiting ...... 441 365 285
Travel and entertainment ........... 355 K1l 348
Miscellaneous ...........oocceeeeeeiinns 2,015 1,712 1,794
Other operaling expenses ...... $4,661 54565 §$4,843

17. RELATED PARTY TRANSACTIONS

common sharchelders ... $ 12,716 § 11.350 § 9345
Dcnommamr for basic earnings

per share - Wetbhted average |

§hare§ gutstanding .. o 8,578,050 8,563.027 8.610.171
Effect of dilutive potential common !

ShEATES .o | 113,579 101,200 110.854
D;:nominatur for diluted earningsl

per share — Adjusted weighted

average shares outstanding ............ 8,691,629 8,664,227 8,721.025
Basic eamnings per share e 8 148 § 133 § 1.09
Diluted earnings per share .......cc.c... 8§ 146 $ 131 § 1.07
Antidulitive shares excluded from

computation of average dilutive

earmings per share ...t 2,722 161,300 3.250

15. OTHER OPERATING INCOME

Components of other operatfng income for the years ended
December 31 include: '

{dollary in thousands) 2006 2005 2004
Cash management .................... $ 542 $ 476 § 518
Safe deposit ..o 330 339 K1)
Insurance commissions ............ 343 318 299
Rent ....cocvveeeieiieeeiiceieeceeee, 244 306 246
Title insurance ........................ 67 153 112
Miscellaneous 793 656 505
Other operating income | $2319 $2248 §$ 2,001

t
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In the ordinary course of business, the Bank granted loans to
principal officers, directors and their affiliates. Loan activity
during 2006 and 2005 was as follows:

Following is a summary of these transactions:

(dollars in thousands) 2006 2005
Balance, January 1 ..o $19,070 318,105
AAAITIONS L1ivvivvere e reree e eer e eneeene e 2,892 2,473
Amounts collected ....oovvriiiiiivvei e (6,251) (1,508)

Balance, December 31 $15,711 §$19,070

Related party deposits amounted to $467 thousand and
$3.230 million at December 31, 2006 and 2005, respectively.

£8. FINANCIAL INSTRUMENTS WITH OFF-BALANCE SHEET
RISK AND CONCENTRATION OF CREDIT RISK

The Corporation is a party to financial instruments with
off-balance sheet risk in the normal course of business to

meet the financing needs of its customers. These financial
instruments include commitments to extend credit and standby
letters of credit. Those instruments involve, to varying
degrees, elements of credit risk in excess of the amount
recognized in the consolidated statements of financial
condition. The contractual amounts of those instruments
reflect the extent of involvement the Corporation has in
particular classes of financial instruments.

The Corporation’s exposure to credit loss in the event of
nonperformance by the counterparty to the financial
instrument of commitments to ¢xtend credit and standby
letters of credit is represented by the contractual amount of
those instruments, The Corporation uses the same credit
policies in making commitments and conditional obligations
as it does for on-balance sheet financial instruments.




!
i

Commltments to extend credn are agrecments to lendtoa
customer as long as there is no v1olatlon of any ‘condition
established in the agreement. Commitments generally have
fixed exprratlon dates or other termination clauses and may
require payment of a fee. Some of the commitments are l
expected to expire wrthout belng drawn upon, and the total
commltment amounts do not necessarily represent future cash,
requlrements Total commltmcntslto extend credit al
December 31, 2006 were $314 3 mrll1on The Corporation
evaluates each customer’ s creditworthiness on a case- by-case
basis. The amount of col]ateral obtamed if deemed necessary '
by the Corporatlon upon extensron of credit, is based on
management s credit evaluatlon of the counterparty. Collateral
varies but may include accounts re,cervable marketable .
securities, inventory, property, plant and equipmient, |
residential real estate, and income-producing colnmercral '
properties. .

b

Standby letters of credit are condrtlonal commitments issued
by the Bank'to a customersfor a thrrd party. Such standby
letters of credtts are issued to support prtvate borrowmg
arrangements The credit risk mvolved in issning standby
letters of credrt is similar to that involved in extending loan
facilities to customers The collateral varies, but may include
accounts recewable marketable securmes inventory,
property, plant and equ1pment andlresrdentlal real estate for’
those commitments for which collateral is deemed necessary.
The Corpora:tron ] obhgatron under standby letters of credit as
of December 31, 2006 amounted toI $11.7 million. There were
no outstandmg bankers acceptances as of December 31, 2006.

{
i

The Corporation has a material. pomon of its loans in real
estate related loans. A prcdommant percentage of the
Corporation’ ‘s real estate exposure, lboth commercial and
residential, is in the Corporatlon § primary trade area which
includes portlons of Delaware Chester Montgomery and
Philadelphia ‘counties in Southeastem Pennsylvania.
Management is aware of this concentranon and mitigates this
risk to the extent possible i in many ways, including the
underwntmg and assessment of borrower s capacity to repay.

As of Decem|ber 31, 2006, the Corporanon had no loans sold
with recourse outstandmg

l
19. DIVIDEND RFSTRICTIONS e :

The Bank is slubject to the Pennsylvama Banking Code of

1965 (the “Code") as amended and is resiricted i in the amount |
of dividends that can be pard to lts shareholder the

Corporation. |The Code restrrcts 'the' payment of dividends by
the Bank to the amount of its retained earnings which was

$73.3 million‘as of December 31, 2006 However, the amount
of dividends pa1d by the Bank cannot reduce capital levels
below levels that would cause the Bank to be less than
adequately capitalized as detailed in Note 20 - Regulatory
Capital Requirements. l l

| .
|

20. REGULATORY CAPITAL REQUIREMENTS !

1Both the Corporanon alnd the Bank are subject to varlous
rregulatory capltal requirements, administered by the federal
'banking agencres Farltlre to meet minimum capnal'
requ1rements can’ mmate certarn mandatory and possrbly
-additional dlscrenonary acnons by regulators that, if taken,
‘could have a direct matenal effect on the Corporation’s and
the Bank’s financial statemems Under capital adequacy
gurdelrnes and the regulatory framework for prompt corrective
action, the Corporanonland the Bank must meet specrﬁc '
capital gurdelmes that mvolve quantitative measures of their
assets, liabilities and certarn off-balance-sheet items as
calculated under regulatory accounting practices. The capital
amounts and classtﬁcatlons are also subject to quahtanve
Judgments by the regulators about components, risk’
welghtmgs and other factors Prompt corrective act1on
provisions are not apphcable to bank holding companies.

As set forth in the followmg table, quantitative measures have
been establishéd to ensure capital adequacy ratios requrred of
both the Corporation and Bank. Both the Corporation’s and
the Bank’s Tier Il caprtall ratios are calculated by adding back
a portion of the loan loss reserve to the Tier [ capital!
Management believes, as of December 31,.2006 and 2005 that
the Corporatlon and the Bank have met all capital adequacy
requirements o which- tlley are subject. Federal bankmg
regulators have défined Ispecrf' ic capital categories, and
categortes range from a bcst of “well capitalized “to a worst of
*“critically under capltahzed Both the Corporation and the
Bank are classified as well capitalized” as of December 31,
2006 and 2005. - o |

See Note 11 — Pension and Post Retirement Benefit Plans for
certain information relatmg to a reduction in capital and
related regulatory’ _caplta! impact. *

C ) i

i
1
]
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THe Corporation’s and the Bank’s actual capital amounts and
r.mos as of December 31, 2006 and 2005 are presented in the

f:)llowmg= table:
i

Minimum
, to be Minimum
Adequately 1o be Well
Aciual Capitalized Capitallzed
filollars in thossands) Amount  Ratio Amount  Ratio  Amount__ Ratie
Ilecelpber 31, 2006 .
T ulta! {Tier 11} Capital 1 ;
R|sk Wclghlud Assets: i
Cnrpomtmn $95000 12.46% 61.056 8.0% 76320 10.0%
Bank .. 88,026 11.60% 60,703 8.0% 75879 10.0%
Tier I Capltal 10 Rlsk t
Welghttd AssELs! H
Corporation ... 86,832 11.38% 30528 4.0% 45792 6.0%
Bank .. . 79898 10.53% 30351 4.0°% 45527 6.0%
ﬁerl Capual to Quancrly
.Average Assels t
Cémormion e 86,832 11.04% 31,453 4.0% 39317 5.0%
BANK oo TO.B98 10.20% 31344 4.0% 39,167 5.0%
December 31, 2005
T})lai {Tier 11} Capital to .
Risk Weighted Assets: i
Corpomtion . $85322 112.46% 54766 8.0% 68,457 10.0%
Bank .. ST 78,048 11.47% 54424 80% 68,030 10.0%
Tier1 Capltul 0 Rlbk
Weighted Assets: ,
Corporation ... 77915 11.38% 27383 4.0% 41,074 6.0%
Bank .. . 70.641,10.38% 27212 40% 40818 6.0%
Tier Capnml 10 Quancrly
Average Asscts: I
Corporation ... 77915 11.25% 27,692 4.0% 34615 50%
Bank ........oceon. 70641 ,10.26% 27529 4.0% 34412 5.0%

!
!
21. SELECTED QUARTERLY FINANCIAL DATA (UNAUDITED)

37

Quarters Ending 2006

(dotlars in thousunds, except per share data) 33 6/30 920 12131

Interest income ... $10345 $11,098 $12017 $12,446
Interest expense .. 2,164 2,795 3.62% 4,021
Net interest income ... 8,181 8,303 8,390 8,425
Provision for loan and lease losses ... 154 209 258 211
Income before income taxes 4,781 4,767 4865 ' 4992
Net INCOME, 1overncerrirereerererrenes S 3,136 § 3,037 § 3235 § 3,208
Basic earnings per common share.......... $ 37§ 37§ 38§ 37
Diluted eamings per common share ....... $ 36 % 36 8% 3ITs I

Quarters Ending 2005

(dotlars in thousands, except per share data) 03/31 630 9/30 12/31

TOLETEST HNCOME woooosoeesrsrremeereneees. 5 8,663 8 9,172 § 9,835 § 10,238
Interest cxpense ... 1,303 1,544 1,788 1,965
Net interest income ... 7.360 7.628 R,047 8273
Provision for loan losses ...... 187 193 209 173
Income before income taxcs ... 4,211 4,305 4,375 4,387
Net INCOME .o.vvieieereecenr s § 2802 § 2788 § 2876 § 2.884
Basic camings per cormmon share . $ 033 3 033 § 024 :$ 0.34
Diluted carnings per common share ... $ 032 § 032 § 0.33 0.33
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22 CONDENSED mecm. STATEMENTS '. Condensed Statements of Cash Flows

The condensed fi nanc1al statements of the Corporatlon (parcnt (doftars in thowsends) | . 1006 Z"ﬁs 2004
company ‘only) as of December 31 2006 and 2003, and for | Operating ac“"‘“b‘ ]

|
to ' i
K !
each of the three yeats in thé penod ended December 31 are[ NetIncome . | | $12,716 511,350 § 9,345
f‘ llowé Ad_]uhlmcnls to reconcnlc net income to '

asto : - ! ', i net cash provxded by operatmg activities: |
' Equity i in undlsmbulcd mcome

|
.......... Y i - (8653) (7.868)  (6.055)

Condensed Balance She’ets'l

=]
=
wn
£
- T
o
D.
B
aT
-
W

fedollars in I'f?u'usaﬂfi\') Co u ‘ Deprecmuon and amorutatlon " 98 i 96 98
P * : LT T S L S Q15) 590 27)
Cash .2l SECTOR IRTNSR VSRS $ 3416 § 3.135 Net cash prowded by Operatmg activities 3.946 4171 _ 3361
Investments in subsidiaries, | ¢ lnvesting AC‘W“‘CS ! :
al equity in net assets R ST RS 75470 71,095 | Investment i ”1 SUb"ldlarlts ‘ ------------------ 885 2,597 162
Prcmlses and equipment,Inet .. . 3270 3.368 1 Net cash provlded by investing activities 885 2,597 162
QOther assets ‘] .................................... 818 582 i‘ Financing actmues l b
I " Dividends paid .. e (1.948) (3,599) . (3,446)
N '".l"olali ASSCIS Lo i, ......... s 3 82,974 L,ISO i Repurchase of trcaeur) slock (3.406) (1.090) (2,585
Liabilities and sharcholders’ cquity: y Proceeds from CXQTC!.SC eﬂs(ocl\ options . 2 804 7482 606
Other liabilities .............. E ................................. 51 592 5 667 | Net cash used by Fnancmg activities ....... (4,550) (4.807) (5.425)
Tota]'hablhuee 1 ' | 592 667 © Change in cash and ca@ﬁ elquwalcnts ....... 281 1,961 (1,902}
Common sloek par value $1/ ¥ o _—‘ [ , Cosh and cash equwalcr;m% “ f |
aulhor:zed 25.000.000 sharca as’ 1 ; { | beginning of Year codidi b 3,135 1,174 3,076

‘ ! Cash and casﬂ equpalmts'a: end ofyear -§ 3,416 § 3, I35 $ L1774
1
' . These statcmems should be read in conjunction wuh the Notes
' to the Consohdated Fmanc:al Statements.

1 !

of December 31, 2006 and 2005, :
rcspecuver issued 11,3737182 shares
and 11,221,899 shares as of .

December 31 2006 and ’005
respectively and outstandm;:I \ ' b

loans to the secondary imortga;_.,e markel. This chmellll also

- AN

8.562,209 shares and 8,556,255 shares ! 23 SEGMENT IM'ORTATION 5
25023:35:1’“""31 2006 and 20{35 ! ' A 222' tFAS No. l3l — “Seg,ment Reporting” (“FAS 1317) ldentn"es
Paid I:n capltZI in cxcess Ofpar.'.;’l.'il‘il‘l.c i .................. 10395 7:888 |0peratmg seg{nenlﬁ as Componcnts of an enterprise Whmh ars
Accumulated other wmprehchwc income, | |evalualed regularly by Ithe Corporation’s Chief Executive
nel of deferred income taxes ...} (4450)  (647) iOfficer in deendm;, how 10'allocate resources and assess
Retained eammgs b 92,105 82,930 performance The Corporat:on has applied the aggregation
LCTS CO‘{“";";}:}‘Z‘;‘;*"}\‘W“"W; : ' ' ucriterlon set forth in FAS I3I to the results of its op!erauons
al Cos SNArcs and s H ' |
2,665,644 shares as of o Col nThc Corporauon‘ ] Bankmg segment consists of commercial
December 31, 2006 and 200'5 RSSO RS (27,244) _(23.884) Yand retail bankmg The| {Banking segment is evalualed as a
Total sharcholders’ cquity ........booe 82,382 77,513 single <:trateg1e unit whleh geinerates revenues from'a variety
Total liabilitics and sharchoiders) equity ... $ 82,974 § 78,180 of products and serv1ce§ The Banking segment generates
' | - interest mco:"ne fmm lté lénding (including leases) and
Condensed Statements Of Income : investing activities and | is dependent on the gathering of lower
{dolfars in thousuneds) , 2006 2005 2004 - f:ost deposits, from s branch network or borrowed flunds from
Dividends fm{n The Bryn- Mawr o1 ‘ other sources for) fundmg I'[S loans, resulting in the generanon
Trust Company........... e }- ------- o 8 3,948 § 3,599 5 3,446 of net interest mcomei The Banking segment also denvcs
Interest and O‘Eh” MEOME et ‘ 701 326 236, revenues from' Jother qources including service charges on
Total operating income...... i ............... e 4,649 3925 3,682 depo%ll aecounts cash sweep fees, overdraft fees and
E]"Cf:::i";cfore C;]';my - undnsmbuled” l ‘ 527 503 4724 interchange rE\Ifenue dsslométed with its Visa Check Card
income orsqbs;dlarlcs...........: ........ el 4022 3422 3.210) Offe”“*s X W l ‘ &
Equity in ”.“difmb“md i"""me%or I ' | The Wealth Management segment has responsibility for all *
SUb,Sldmnes'i. ............................................ 3 1 5%,653 7.868 6.055k ﬁduclary actlvmes wuhm the Corporation, mCllldln!J .,
- Income beforejincome taxes .;..o.-foo Mi2775 11,290 92651 investment managemchd, trust administration, brokerage,
. Federal incomg tax (expense) b%cn" 1?"““'|“-' 59 60 80 employee ben'ef' tadministration, tax services and custodial |
_Net income..... i .......................... | e $12,716 311,350 § 9,345, s'erwccs This Segbmem 1}1cludes revenues and related expenses
‘ | ! from an mvestment management agreement with ancther
I L ‘ | commumty bank. ! I ‘
. : The Mortgage Bankmg segment includes the ongmatlon of
| , residential mortgag,e loaﬁs and the sale and servicing, ‘of such-
o

l v
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ircludes the Corporation’s title insurance and joint mortgage
0r1gmauon activity with a real e‘;tatc brokerage organization.

The “All Other” segment mcludes activities and expenses that
dolnot fit into the other three segments including general
corporate activities such as shareholder relations costs,
NASDAQ fees and the annual mecting of shareholders. This

1
!
[
|
segment also includes revenues and expenses from the

Corporation’s insurance agency activitics and interest income
from notes receivable.

The Banking, Wealth Management and Mortgage Banking
segments consolidate and roll-up through the Bank.

1

Segment information for the years ended December 31, 2006, 2005, and 2004 is as follows: ‘

plLC] i

pi o] 1005
[ Weallh Mortgage AN Wealth Morigagr sl Wealih Morigage All
rabl.l:w n thounds) Banking Management Banking {Hher Conyolidated Banking  Managemenl Bauhing iher Consolidated Banking  Mansgement  Baohing Onber C. d
H ,
Net interest
L L — 533108 S — s 111 S R0 S 3290 |$31123 S — 0§ 92 % 93 § 31308 1826506 S — § 183 5105 § 267
Less Joan loss
[ F— 32 — — - H32 762 — — — 762 GO0 — — — 900
Met intercst
'mé'omc after
loan loss
PLOVISION 1o reeernns 31,276 — 111 30 32,467 0,361 — 92 93 30.546 25,606 — 183 105 25,894
Other incume,
Teds far
investment
m_.magcmcnt
and trist
AL — — 12422 — - 12,422 — 11,539 — — 11.539 — 10.303 — - 10,303
fervice charges
on deposit
P 1.540 — — - 1.540 1.593 - — — 1.593 1827 - — - 1.827
Other fees and
service charges ... 16 — 1.080 — 1.126 50 - 1,253 — 1,351 6% - 1564 - 1632
Net gain on
sale OF 10anS. e e — — 954 — 954 — - 1,622 — 1,622 1 — 2886 — 2,920
Net gain on sale
()mel’ti,ﬂg&
servieing rights...... — — — — — — — — — —_ — — 1,145 — 1.145
Other aperating
income 1480 — s 131 MY 1,625 3 340 240 2,248 1.524 — 218 259 . 2001
Tqml Uther
UM 3466 12.422 2,242 F1Y] 18,361 3,268 11,542 3215 280 18,305 3,453 10,303 5813 259 19828
Other expenses:
Salarics-regular ...... 9,647 3782 593 167 14.194 9,006 3620 624 195 13,445 8726 3736 904 200 13,566
Salarics-other .. 1,067 347 59 87 1.560 1.87% 359 157 2 2417 379 386 170 1 1446
Fringe benofits 3,285 836 120 16 4187 3,041 857 129 a7 1075 M7 34 165 52 4298
Okecupancy.. 3827 93 168 (130} 4,458 3453 641 M2 (123) 4213 3283 586 49 {122 3546
Other operating
5517 1.064 630 (28D 6,924 5.003 1,082 1,105 144 7423 5,258 1,098 1679 304 £,369
23,343 6.622 1575 (17) 342 22472 £,559 2,252 285 31573 21,373 6,640 1167 M5 31,625
12399 5800 ™ 418 19,405 11,157 4,981 1,050 58 17,278 7686 3663 2,829 @n 14.097
Intersegment
(revehues)
0 T — 606 181 10 (797 — 201 181 —  _(382) — 166 181 — 34D —
Pre-tax scginent
'prmll afier .
Climinations.... ... $13.005 5 5981 5 TR S (369 5 19405 (511358 5 Si64 $ 108 S04 S 17076 ¥ TASZ 5 A4 § 2820 S} § 14097
'/- of segment (loss) - -
“pre-tax profit (kss)
“afict eliminations .. 67.0% 30.8% 41%  (1.9%) 100%|  65.7% 29.49% 6.1% (1.7% 100.0% $5.7% 173% 204% 3% 100.0%
Other Segment Data 24. SUBSEQUENT EVENT — SALE OF WYNNEWOOD BRANCH
(cloflars in thousands) 2006 2005 2004
Wealth Management In January, 2007 the Corporation sold the property that
Segment: previously served as the Wynnewood branch location to an
Wealth Assets Under ' independent third party for $1.850 million. The book value of
Management and the property was $443 thousand. All customer accoums and
N:\dTlnlslI;hO;: s t . $2,514,824 $2,247,630 $1938,186 related activities were simultaneous transferred to the new
ortgage Banking Segment: : : : .
sag 8 >¢g Ardmore branch location which opened for business in
Mortgage Loans Serviced for | January, 2007, The gain will b ognized in the first quarter
, OMETS eovvernrrecscccsrinreeessoee $ 382141 $ 417,649 S 507421 “_2 Y, Llnega € recog In the hirst qua
Mortgage Servicing Rights ... § 2,883 § 2982 § 3,172 of 2007.

‘Banking Segment: Substantially all of the assets of the
‘Corporation and its’ subsidiaries are related to the Banking
'Segment and are reflected on the Consolidated Balance Sheet
lin these financial statements.
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PRICE RANGE OF SHARES |
| o o DIVIDEND
2006 HIGH-LOW QUOTATIONS . HIGH BID LOWBID DECLARED
First quarter, ' |’ i i$22.05 $20.?5; i soan
Second quaiter; | l $25.26 ' ‘ %20.?51 | $0.11
Third quart?r l $22.55 b $d21'§0t * $0.12
Fourth quarter { $24.37 ' $21.75 $0.12
2005 HIGH-LOW QUOTATIONS i : : )
First quarter | ' . $22.86 .’ $2000, ' $0.10
Second quarter : $21.18 "$17.98 | $0.10
Third quarter $22.06 $19.05] | $0.11
Fourth quarter ' | $2200 3%30.7;5 ' s01
|

1 |
The approximate; number of holders of record of ¢ommo

- |
;n stock as of. December,

i
31, 2006 was 321.

: | i ‘ i .
The shares ?re traded on the NASDAQ Global Market Sy'stem under the symbol BMTC.
f ] 1 '

The price informétion was obtained from NASDAQ, 1DC. |

|
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COMPARISON OF CUMULATIVE TOTAL RETURN OF ONE OR MORE COMPANIES,
PEER GROUPS, INDUSTRY INDEXES AND/QR BROAD MARKET

@ Bryn Mawr Banki O NASDAQ Market Index O Regional - Northeast Banks

$200

$100

! 1 ]

$0 =
2001 2002 2003 2004 2005

2006

+
Assumes $100 invested on January 1, 2001.
Assumes dividend reinvested through fiscal year ending December 29, 2006.
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